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SEASONAL PROBLEMS IN FINANCIAL 
ADMINISTRATION!’ 


Those phases of financial administration which have primarily 
to do with the plans for the business of a single season form a 
fairly distinct and separate portion of the general field of business 
finance. They center around -the provision of cash for current 
needs and the disposal of surplus funds in the most advantageous 
manner. In general it may be said that in discussing the handling 
of seasonal problems in financial administration a firm must be 
viewed as a going concern rather than as a corporation in process 
of organization or reorganization, and that it must be considered 
in its relation to the commercial bank rather than to the investment 
banker. 

The point of view from which it is proposed to attack these 
problems may properly be briefly indicated at the outset. As a 
business grows in size it becomes necessary for the higher officers — 
to delegate more and more of their former functions to subordinates; 
and there is always danger in such a process that authority will 
be delegated, too, with a consequent loss of unity in the organization 
and all the evils that such a multiplicity of counsels entails. This 

*The writer wishes to acknowledge his indebtedness to Professor James O. 


McKinsey for criticism and encouragement. It was at his suggestion that this paper 
was undertaken. 
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contingency can be largely avoided by the reduction of the delegated 
function to a standardized routine. All this scarcely needs 
saying; the question is, How is administrative activity to be 
reduced to routine? The point of view here spoken for is that 
this can be accomplished in part by establishing, in connection 
with a company’s information service, its accounting and business- 
statistics organization, a system of formal business plans in the 
shape of estimates for the coming season. The formfilation of 
these plans gives the appropriate officers opportunity to exercise 
control, while the execution of the plans becomes a matter of admin- 
istrative detail. In the larger businesses some such method or organi- 
zation as this is not merely an advantage; it is a practical necessity. 

Before proceeding to follow out this viewpoint in its application 
to seasonal problems of financial administration, it may be desirable 
to take account of some of the advantages that may be expected to 
accrue from such a policy. The more important of these may be 
classified under three main heads. The first type of advantage is 
by no means peculiar to financial administration. It may be 
described by saying that a standardized system of formulating 
business plans on the basis of information gathered for the purpose, 
and of comparing these plans with the results, transfers business 
experience from the individual to the organization. Business 
has always been run on the basis of plans, but these plans have too 
often been carried around in one man’s head. Under such an 
arrangement important decisions are made by the intuitive faculties 
of a single individual, faculties which have taken years of experience 
to develop but which perish with the individual. But it has come 
to be generally recognized as a principle of sound business manage- 
ment that an organization should be independent of any particular 
person in it. The present proposal involves a long step in this 
direction. 

Perhaps the most obvious and most important gain that may 
be expected from such a system of plans and estimates, however, 
is the one already suggested: it co-ordinates the activities of the 
several parts of an organization into a single, unified, and consis- 
tent policy... The larger the concern, the greater the chance that 


* Cf. Park Mathewson, “Budgets and the Banker,” Successful Banking, IV, 
No. 10, p. 11. 
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departments will work at cross-purposes. ‘There must be a pretty 
close co-operation between purchases and sales, or a business will 
purchase more than it can sell or sell more than it can deliver; 
but at least there is some slack. That is what the inventory is for. 
But the cash balance is intended just for the purpose of taking 
up or allowing slack, as the needs of the moment require. It is the 
business of the cashier or some other officer to furnish cash as it is 
needed and care for it as it comes in. If business conditions are 
fairly stable and the firm is not growing too rapidly, he can guess 
that the cash requirements will be about the same as last year. 
More than this, he can hardly do without an intimate knowledge 
of the plans of all the other departments. 

Moreover, if the plans of each department manager are formu- 
lated into a definite departmental estimate or budget in consulta- 
tion with other department heads, they will be harmonized into a 
single plan for the whole establishment. The understanding of 
the other man’s problems that a manager gains through such con- 
sultations is worth a great deal. This is peculiarly true in the case 
of financial administration. Upon the conformity of this phase of 
policy to the other activities of the business depends the ability 
of its treasury to meet current obligations. In the one extreme, 
lack of co-ordination spells insolvency. The other extreme is 
not so serious—a mere excess of employable funds. 

It is sometimes urged that a system of estimates might do very 
well during stable business conditions, but would be impossible in 
times of disturbance. To this it must be replied that in stable 
times the several departments get along very well together, each 
doing about as was done in the previous season. It is in times of 
rapid market changes that a budget system is of the greatest 
importance in co-ordinating the activities of the different depart- 
ments so as to meet the changed conditions with a solid front. 

But not only does the closer co-ordination between the financial 
and the other phases of business administration under a more 
systematic method of planning bank credit put the business on a 
firmer financial foundation on the one hand and effect a more 
accurate adjustment of borrowing to requirements on the other, 
but as a result of this the business should also be in a better position 
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to secure concessions from its banks in the way of terms and 
amounts of loans. The commercial bank is coming to require 
more and more information in its credit analysis about its customer 
and what he intends to do with the money he wants to borrow. 
The customer who is prepared to answer these questions with the 
precision of a formal estimate of cash requirements for the conduct 
of business plans may very well look for a more favorable rate, 
a more lenient deposit requirement, or in one way or another more 
satisfactory accommodations. 

Needless to say, the specific character of seasonal problems 
of financial administration varies considerably from one line of 
business to another. Nevertheless the larger firms in different 
fields have a good deal in common, and it is toward this common 
ground that the present discussion is primarily directed, although 
the illustrations necessarily involve certain limiting peculiarities. 

It is quite common to set these seasonal questions off from the 
longer-time financial considerations by saying that they are con- 
cerned with the handling of current assets and liabilities or with 
working capital, the longer time policies having to do with perma- 
nent assets and liabilities. This classification of assets and liabili- 
ties is undoubtedly a useful one, but it is also one that has led to 
some confusion of thought. It may be well to examine it more 
closely. If we consider that for each type of asset, or group of simi- 
lar properties there is a constant inflow and outflow of the individual 
items—a turnover—we may define a current asset as one which 
will turn over more rapidiy than once a year. Merchandise, for 
example, is a current asset, because on the average a particular 
piece of goods remains in stock for Jess than one year. This 
turnover period is equal to the average inventory divided by the 
total sales or purchases for the year, whichever is less.* If the 


* There are several ways of calculating turnover. The advantage in taking the 
smaller item (sales or purchases) is that it eliminates the apparent turnover due 
solely to the growth or contraction of the business. The application of this principle 
to labor turnover has been discussed at some length by Frederick S. Crum, “‘How to 
Figure Labor Turnover,” Publications of the American Statistical Association, XVI, 
361-73. In any case it is well to remember that the average inventory and the sales 
or purchases, as the case may be, should both be reckoned at the same price, either 
cost or selling price, a rule which is often violated in practice. 
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turnover period or life of an asset is greater than a year, it is a 
permanent asset. In general, the more quickly an asset passes 
through a business—the more rapid its turnover—the more profit- 
able is the investment in that form of property. Merchandise 
should not be allowed to stand on the shelves any longer than 
necessary, and the service rendered by a machine becomes more 
economical as the period during which the service is rendered is 
shortened. The rapidity of turnover (most useful in the case of 
current assets) is an indication of the efficiency of investment. 
Very much the same considerations apply to liabilities, except 
that in this case a slower turnover may point to a lower rate of 
interest. It pays not to take a trade discount until the last day 
of the discount period. 

It is often felt, however, that because a particular piece of 
merchandise will shortly be converted into cash again, it is somehow 
a less permanent form of investment than a building. Thus 
bankers frequently maintain that if they loan money for the pur- 
chase of goods that are to be sold again, “they can see their money 
coming back.”’ But an inventory that never falls below a certain 
amount, such as $5,000, represents just as truly a permanent 
investment of $5,000 as the longest lived of permanent assets. 
Similarly with current liabilities: Very few concerns pay off all 
their short-time obligations at once, though they may clean up 
their accounts entirely first with one bank and then with another 
during the off-season. A firm that perpetually has at least $10,000 
of commercial loans outstanding is to all intents and purposes 
obtaining $10,000 of permanent capital from commercial banks." 
It is well known that the large Chicago packing houses are exten- 
sively financed on this basis. 

It seems desirable, therefore, to formulate the problems of 
seasonal finance in some other terms than those of current assets 
and liabilities. For present purposes it makes very little difference 
how rapidly an asset turns over, provided it does not fluctuate 
in amount. Nor does the mere fluctuation of any single item on 
the balance sheet (with one or two exceptions, to be discussed 


t This is discussed from the banker’s viewpoint in H. G. Moulton’s ‘Commercial 
Banking and Capital Formation,” Journal of Political Economy, XXVI, 713 ff. 
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shortly) enter into the consideration. The increase in one asset 
may be offset by a decrease in another or by an increase in some 
liability. It is only the net variations in the totals that affect the 
season’s cash requirements. It is convenient to express this 
fact by setting up a special classification of assets and liabilities. 
We will define the smallest total of assets of a firm for any date in 
a given year as the constant assets for that year. This amount will, 
of course, be the same as the minimum total for liabilities plus 
proprietorship, and so may also be referred to as the constant 
capital. For any date during the year, then, the excess ofthe 
assets or the capital over this constant sum may be called the 
variable assets or variable capital for that date. The variations 
in the total proprietorship, considered separately, will not nor- 
mally be large within the year. The profits item will increase 
gradually, only to be largely wiped out at the end of each quarter 
by the payment of dividends. From the point of view of seasonal 
finance, moreover, it is a given quantity largely beyond control, 
even if it is due for a considerable change by a new issue of securities. 
This forms an interesting contrast to the position that proprietor- 
ship occupies in the longer-time financial policies of a corporation. 
Much the same is true of the capital raised by bonds. In fact, 
as far as control is concerned most of the balance-sheet items are 
given quantities. We may think of the problems of seasonal 
finance as centering around the preservation of the equality of 
variable assets and variable liabilities, or keeping the balance in 
the balance sheet. The principal items which serve to preserve 
this balance are cash and commercial loans. The cash on hand 
absorbs the day-to-day and hour-to-hour fluctuations; while 
the seasonal fluctuations proper are met primarily out of short-time 
bank loans. When the variable capital is zero, which must occur 
at least once a year, these loans will be at a minimum. But 
during the busy season the amount of variable capital to be provided 
by loans may become a considerable part of the whole capital, 
and either during or just after the busiest part of the year it will 
probably reach its maximum in most lines of business. For present 
purposes this time is very significant and we may designate it as 
the financial peak load of the season. 
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The resort to commercial loans by establishing a line of credit 
at some bank is only one of a number of methods of meeting or 
partially avoiding the financial peak. Where a concern maintains 
a sinking fund for any purpose, it can usually arrange to make its 
investments at off-peak periods. In some cases where the peak 
load comes regularly at or near a known date it may be possible to 
see that dividends are paid at a more convenient time. A large 
concern with a fairly diversified business and territory is likely by 
comparison to have a small peak load, because it is made up 
of little peaks that come at different times. Hence its credit 
requirements are small, relative to its credit standing, and it is in 
a strong position in times of financial stress. Instead of borrowing 
directly from banks, many concerns discount their own notes 
through brokers. Again customers’ paper is often discounted at 
banks. The assignment of accounts, which is in some ways an 
analogous procedure, may perhaps be reckoned among the methods 
of meeting a peak load. The failure to take trade discounts is 
another possibility that has been widely talked against of late. Two 
or more of these methods may often be combined to advantage, 
a common plan being to make use of the commercial paper broker 
first and retain the line of credit at some bank as an emergency 
reserve. 

Besides these alternatives to bank loans, there is the possibility 
of having enough permanent capital to cover the peak load. This 
need not mean that the surplus capital will lie idle when it is 
not needed in the conduct of the business; it may be invested in 
reliable securities. A reserve of this sort is often advocated, but 
unfortunately it is likely to be least liquid when it is most needed. 
Moreover, this method can seldom be used alone, as most concerns 
are not so situated as to be able to place their idle capital as favor- 
ably as a bank could, especially in view of the smaller amounts 
that it would be necessary to dispose of at any one time. Which- 
ever of the other methods of meeting the seasonal fluctuations in 
financial requirements may be made use of, practically every 
business must make use of commercial bank loans. 


*Cf. H. G. Moulton, “Commercial Credit or Discount Companies,” Journal 
of Political Economy, December, 1920, p. 828. 
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In any case, if the financial administration is to be properly 
co-ordinated with the activities of the other departments, in any 
business of considerable size there should be some permanent 
organization for gathering and classifying appropriate information, 
formulating on this basis plans for the future in black and white, 
and subsequent reporting to show how these plans have been 
carried out. We will refer to such a system of accounting and 
statistics as a departmental budget system. In discussing the 
application of such a system to the seasonal administration of 
finance it will be simpler to take account of only one method of 
meeting the short-time fluctuations in cash requirements; hence 
commercial loans will be used by way of illustration. 

It is clear that if the business is to be reasonably sure of getting 
funds when they are needed, the safest plan is to arrange for them 
in advance. And in order to decide how large a line of credit is 
needed from the bank, some kind of an estimate or budget of the 
financial requirements of the period, formal or otherwise, is abso- 
lutely essential to any well-run business. The estimate need not 
be perfectly accurate, for the business may not draw upon the 
full line of credit that its bank extends; but it would not be desir- 
able to fall short too far or tod often. It may turn out, of course, 
that it will be impossible to obtain the funds necessary to carry 
out the program of the other departments of the business. This 
brings out another phase of the importance of having well- 
formulated plans for the whole business. The financial estimate is 
made after the others on the basis of what they will require. But 
a firm must not undertake so much business that its financial 
requirements will be greater than its credit resources. The finan- 
cial budget exercises a censorship over the others. It does not 
guarantee that the needed funds will be forthcoming; but if they 
should not be, the sooner a business finds it out the better. Ordi- 
narily this censorship may be of no great consequence, but in bad 
times it may be vital to the solvency of the business itself. 

When the financial administration is standardized into a 
routine such as that outlined below, the estimate of cash require- 
ments has a further function—the determination of certain safety- 
points by the comptroller or other responsible officer. These 
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points will be called the peak load credit reserve, and the seasonal 
cash maxima and minima. They serve for the guidance of the 
person to whom the routine of financial administration is delegated, 
and to whom for convenience we will refer as the cashier. They 
also make it possible for the comptroller to put in his hand at 
critical points. Just what they are will appear presently. 

There are a number of difficulties in the way of developing a 
financial budget. It is not departmental in the same sense that 
the purchases or sales budget is. In a much greater degree it 
involves the whole of the business. Not that there is any depart- 
ment in any line of business the plans of which for the coming 
season do not require the hearty co-operation of all the other 
departments; it is of the very essence of a budget-system to 
co-ordinate the activities of the various departmental managers 
and prevent their working at cross-purposes. But in a peculiar 
degree the financial budget involves the affairs of the business as a 
whole. It is one of the two general budgets.’ The transactions 
of each day’s business must be planned with a view to their effect 
on: (a) the profits, and (6) the cash balance. Neither of these 
effects can be completely determined from the activities of one 
department alone. Every department has something to do with 
making profits, or it would not be in the business. And nearly 
every department, if not taking in cash, is at least continually 
requiring the expenditure of cash in its operations. Thus both 
sets of plans can only be made up as summaries of the detailed 
departmental estimates. If the financial or cash budget is to be 
called a departmental budget, it is clearly the last of the depart- 
mental budgets to be made up. For this reason, in the evolution 
of business practice it is likely to be the last to crystallize into a 
formal, standardized report. The development of the financial 
budget must wait upon the development of all the other depart- 
mental budgets. 

But the development of a standardized system of business 
plans encounters other difficulties. Partly because and partly in 

* There may be some question as to the prior right of the estimate of cash require- 


ments to the name “financial budget”; this term might equally well be applied to 
the plans in regard to profits. Cf. W. H. Lough, Business Finance, p. 486. 
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spite of the fact that every business, no matter what it may be, 
must face the problems of financial administration, the methods 
of meeting these problems are very unstandardized. The great 
range of sizes of businesses, the sensitivity of cash requirements 
to changes both within any department of the individual business 
and in the conditions of the business world without, give these 
problems a variety which very nearly baffles standardization. 
Without some standardization there can be little delegation of this 
important function of all business, and without delegation financial 
budgeting is almost inevitably a species of mental arithmetic. 
So long as an able and experienced business man keeps watch over 
a firm’s bank account, the question of how to make plans in a 
systematic manner that will preserve the past financial experience 
of the firm for future use does not arise. It is the necessity of 
presenting plans in writing to a superior for his approval that 
leads to a standardized routine of organizing information and 
formulating plans, independent of the life of any particular 
individual. 

But the necessity of delegation causes difficulties too. Even 
where standardization would otherwise be possible, a business man 
may well be loath to let any part of the financial administration 
pass out of his own hands. To give up this vital function may be 
to yield his claim to authority. Besides, the old way has always 
been good enough, and there does not appear to him to be any 
need for a change so urgent as to offset the chances involved in 
letting it out to someone else. Lack of standardization makes 
delegation impossible; unwillingness to delegate interferes with 
standardization. But the business executive is often not so much 
knowingly unwilling as unable to let part of the financial adminis- 
tration pass out of his own immediate supervision. He may be 
able to grasp a situation very quickly and precisely, and yet not 
be able to give you the slightest clue as to how he did it. His 
decisions and judgments are habits of long standing and he is fre- 
quently quite incapable of explaining the basis on which he makes 
them. Then from the point of view of getting information another 
difficulty arises. Competition still shrouds this field of business 
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in some privacy, and what an executive is able to tell you he may 
not want his competitors to know. Both the inability and the 
reticence of those in charge of the financial administration of 
different businesses to meet and share experiences tend to retard 
the development of standardization. Unfortunately, too, this 
reticence extends even to those lines of business in which business 
budgets have made greatest progress—the public utilities. Many 
of them are slow to give out information because they fear it may 
be abused for political purposes. But in general it may be said 
that business success is coming less and less to depend on business 
secrecy and more and more on traditions and morale that require 
years to develop. 

Although it is difficult to get statistics on this phase of business 
practice, the generalization may be hazarded that the successful 
business man normally makes up his estimate of the season’s 
financial requirements by modifying the results of the preceding 
year to suit the amount of business expected, the general business 
conditions, and the plans for extension of plant, if any, that are 
under way. Just how these modifications are made it would be 
difficult to say, though the method may perhaps be not inaptly 
described as ‘‘expert guesswork.” Indeed, this is about all that is 
possible in the absence of a complete departmental budget system. 
But where each department makes a formal estimate of require- 
ments and possible achievements, its budget can be made to show, 
along with the other figures, the expected cash requirements and 
cash receipts. The financial budget then becomes a summary of 
these items from the various departmental budgets. 

Before the budget of-any one department can be definitely 
approved, it must be combined with all the others and organized 
into a single consistent policy for the whole firm. This must 
be done by the general manager in consultation with the various 
department heads. For purposes of executive control all budgets 
are made up of two opposing classes of estimates: allotments or 
appropriations, and quotas. The quota is a statement of what a 
department plans to accomplish, of goods, services, etc., that it 
offers to deliver. When it has been accepted and incorporated 
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into the general program, it is a schedule to be followed, a quota 
to be attained. The allotment, on.the other hand, is an estimate 
of the materials, services, etc., that will be needed in following 
out this program—is, in fact, a requisition for these materials and 
services. After it has been approved, it becomes an appropriation 
not to be exceeded without permission. What to one department 
appears as an allotment may be a quota for another; and it is 
through this dovetailing of quota and allotment that a budget 
system seeks to co-ordinate the activities of all the departments 
of a vast organization into a single unified policy. 

Applied to the financial budget, this distinction means that 
the estimate of cash requirements for any department, once it 
has been approved, becomes an allotment of cash to that depart- 
ment. After the allotment has been settled upon, the mere paying 
out of cash to that department is a matter of routine, and can be 
delegated by the executive in charge of finance without serious 
loss of control. The cashier has no need of referring the matter 
higher up for authority to pay, unless the requirements turn out to 
be greater than was expected and the routine is broken into. 
Similarly the cash quota is a statement of anticipated cash receipts. 
So long as the quota is at least equaled, the mere receiving of or 
failure to receive cash requires no great discretion. There is no 
reason why the comptroller should worry himself over it. But if 
receipts should fail to come up to expectations, then the cashier 
should notify him immediately. These considerations make it 
clear that a budget system includes something more than a method 
of collecting information and making plans; there must also be 
some way of finding out how closely these plans are lived up to 
after they have been made—a system of reports for the use of the 
executive that will compare plans with results. 

In the case of a good many kinds of items there should be no 
great difficulty in determining how much cash will be required, 
and when it will be required. This is true for the estimates of 
pay-rolls, taxes, insurance, interest, dividends, sinking fund 
charges, rent, water, electricity, etc., and of repairs and maintenance 
of plant. ‘These items will appear on the several departmental 
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budgets ready to be incorporated in the receipts and disbursements 
totals for the department. But there are two important types 
of items of which this probably will not be true. Where goods 
(or services) are purchased or sold on account, there is the necessity 
for determining the time of payment or collection, a problem which 
involves a considerable number of complicating factors. 

The first step in solving this problem is obviously to separate 
cash sales and purchases from sales and purchases on account. 
This means that the records of previous years must also separate 
these items. Again, if there are radical differences in terms, 
business conditions, etc., it may be desirable to classify sales and 
purchases by departments, territories, or lines of goods, so as to be 
able to treat these items separately. But this is only the beginning. 
Let us confine our attention to sales. Obviously for this purpose 
the estimate must be reduced by whatever percentage past experi- 
ence has shown should be set aside as an allowance for bad debts. 
Besides these estimates of sales on account for each month, we need 
to know something about the collection period. This is the same 
as the turnover period for accounts receivable, and is equal to the 
average of accounts receivable at the end of each month divided 
by the total collections for the year. If the collection period 
were constant and equal to one-twelfth, it is clear that the sales 
estimate for January would be the collections estimate for February, 
too. But if it were twenty days, the collections for January would 
equal the sales from December 12 to January 12, a figure which it is 
not convenient to get if the estimates are made by months. More- 
over, the collection period may vary from season to season, and 
will certainly change with business conditions. And if the length 
of the period varies, the collections for a month will not be the same 
as the sales during a preceding interval of equal length. It is 
possible to get pretty accurate results by handling the material 
graphically in what is called the cumulative form; this means 
that the total sales or collections are shown from the beginning of 
the period to each succeeding date. In order to illustrate the 


Strictly speaking, the divisor is sales or collections, whichever is less; cf. above, 
p. 176, note. 
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method, the following data may be assumed as shown on the 
sales estimate of the Reliable Retail Company for the first six 


Month Sales Estimate Date me 
6,000 August 1 18 
7,000 September 1 18 
8,000 November 1 18 
10,000 December 1 24 
7,000 January 1 30 
$51,000 


These data are plotted in Figure 1, the horizontal scale indicating 
the dates (for accurate results Sundays and holidays should be 
omitted), and the vertical scale showing the amounts. The 
estimated collections periods are for the first of the month in each 
case. They are represented graphically by the dotted horizontal 
lines extending to the right of the sales curve at each point where it 
begins a new month. An amount equal to the accounts receivable 
on the books on December 1 will be collected during the first 
twenty-four days of the month so that the receipts corresponding 
to December sales will begin coming in during the last six days of 
December, and continue until January 18. The line connecting the 
right-hand ends of these horizontals indicates the accumulated 
collections. Thus we can read off the collections estimate for 
January as $10,000. It is clear that if we knew the sales and 
collections we could construct a graph like this and so determine 
the collections period. In this way records of the collections 
periods for previous years could be kept as a basis for estimating 
future collections periods. In making such an estimate it is always 
essential to take into consideration the effect of business conditions 
on collections. The index number of collections which the govern- 
ment is hoping to establish should be useful in estimating the effect 
of business conditions on the collection period.' 


* The project has encountered difficulties due to wide variations in credit practice. 
See W. H. Steiner’s article on “Methods of Developing an Index of Collection Con- 
ditions” in the current issue of the Quarterly Publications of the American Statistical 
Association. 


months of 1920: 
= 
j 


PROBLEMS IN FINANCIAL ADMINISTRATION 


807 


Fig. 1 | 
950,00 
RELIABLE RETAIL CO. 
A% C Dept. 
Accumulated Quotas of 
Sales on Account 
and Collections 
Sang. 
$50, 
9 
e 
— 
#10, 
July Aug. Sept.| Oct. | Nov. | Dec. | Jan. 


| 
| 
| 
eer. 
2 + 


808 MORRIS A. COPELAND 


The method of handling estimates of purchases on account 
is so much like that of sales that it need not receive special con- 
sideration. It is somewhat simpler, because the payment period 
is more completely subject to control. There is, however, another 
group of items that deserves individual mention. When a firm 
is planning a considerable extension of plant and equipment such 
as to require a large capital outlay, these plans will necessarily be 
included in the cash budget. It is unlikely that the capital will be 
raised at just the time and in just the amounts that will be required 
by the building operations, so that these results must be taken 
into account in any system of financial budgetary control. There 
will be estimates of the funds required during each period for the 
construction work. These may be made by company engineers, 
architects, contractors, etc. There will also be estimates of the 
amounts of capital to be raised by the issue of securities. The 
former become cash allotments, the latter a cash quota. They 
enter into the financial budget for the season precisely as do the 
receipts and disbursements for current business. 

There is one type of transactions with cash that is not to be 
included in the cash budget, however—transactions with the 
commercial bank. These constitute the elastic and controllable 
factor which maintains the equality between variable assets and 
variable capital. It is the amount of receipts and disbursements 
from commercial loans that the budget is designed to ascertain; 
hence it must be excluded from the calculations. 

The financial budget, then, if it is to be more than a very 
rough estimate, must be a summary of all the departmental budgets. 
It must show the total estimated cash receipts from each cash- 
receiving department, and the total estimated cash disbursements 
for each cash-disbursing department. These may be summarized 
on a form such as that shown in Form I. In this case the budget 
is made by months for a six-month period, but these figures are of 
course arbitrary. The upper part of the form is for receipts, and 
the lower for disbursements. The monthly quotas for each depart- 
ment will be entered in the line bearing its name and the column 
of the appropriate month. The monthly totals for the whole firm 
will appear in the last line of the receipts section, and the total 
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quota for each department for the whole period in the appropriate 
line in the last column. In a similar manner the departmental 
cash allotments will be transferred from the departmental budgets 
to the disbursements section of the cash budget, where they will 
be entered in the appropriate line and column. 


Form I 
RELIABLE RETAIL COMPANY* 
BUDGET 
August 1, 1920, to January 31, 1921 


Receipts Aug. Sept. 


3,500 


3,000 


3,000 


6,500 


A&C Department 


L&N Department 


3,000 


$13,000 | 16,000 | 16,500 | 22,500 | 22,000 | 14,000 | 104,000 


* Roman type indicates original form; items in italics have been supplied by the user of the form, 

t Sale of securities might appear here. 

¢ Cost of new building or equipment might be shown in this line. 

In this form the budget is obviously not ready for its most 
important use—to determine how large a line of credit will be 
required by a business at its bank in order to carry out its plans 
for the season. Nor is the budget in condition to be finally 
approved until such a line of credit has been actually established. 


- Oct. Nov. Dec. Jan. Total 
A&C Department.....}$ 4,000 | | 3,000 | 2,500 | 3,500 | 3,000 | 19,500 
L&N Department.....| 3,000 | 2,500 2,500 | 2,250 | 2,000] 15,250 
B&E Department.....| 3,000 2,000 | 2,000 | 2,000 | 13,250 
A&C Collections......| 7,000 rm 7,000 9000. 6,500 | 9,000 | 43,000 
; 

~~ Total............| $17,000 | 16,000 | 14,500 | 14,000 | 14,250 | 15,250 | 91,000 

Disbursements Aug. Sept. Oct. Nov. Dec. Jan. Total q 
MEE.....| 7,000 | 6,000 | 10,000 | 16,000 | r2,000 | 8,000 | 59,000 
|. 1,500 7,500 | 2,000 | 1,500 | 10,000 
B&E Department.....| 1,500 | 11,000 7 
Administration.......| | 6,000 | 3,000 | 3,000 | 6,000 | 3,000 | 24,000 
t 
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But before this amount can be determined there are several further 
factors to be taken into consideration. The amount of cash on 
hand at the beginning of the period must be compared with the 
balance which it is planned to maintain at the time of the peak 
load. To the loans outstanding at the beginning of the period 
must be added a sum which will cover the net excess of disburse- 
ments up to the time of the peak. It is desirable too that there 
should be some slight allowance made for a margin of error. 

The most significant factor in the situation is that of the excess 
of disbursements over receipts from the first of the budget period 
to the time of the financial peak. It is just this excess that makes 
it necessary to increase the variable capital to a maximum, and so 
brings about the financial peak. The bank loans required to 
carry on the business will be at a maximum at this time. It is 
this amount of net disbursements that the cash budget is primarily 
designed to ascertain. It would not do, therefore, to have the 
budget show merely the total disbursements and the total receipts 
for the whole budget period. If the peak came at the middle of 
the period, the excess of disbursements during the first half might 
be about equaled by the excess of receipts during the second half 
of the period, so that the peak would practically disappear. Hence 
it is necessary to break the estimates of receipts and disbursements 
up into sub-periods. In the illustration sub-periods of a month 
were used. But even with sub-periods of this length the peak 
might be subject to considerable flattening, if it were to fall near 
the middle of a month—and there is no way of telling from the 
material in such a form as that suggested in Form I whether the 
peak comes at the middle of a month or the end. In order to get 
around this difficulty we may resort to a further use of the principles 
of the cumulative graph. Assuming a fairly even variation in the 
receipts and disbursements from week to week, this method gives 
a good approximation. It is illustrated in Figure 2, the dates 
being shown on the horizontal axis and the amounts on the vertical, 
as before. The points are plotted to indicate the total accumu- 
lated gross receipts and gross disbursements up to the end of each 
month, and these points are then connected by two “smoothed 
curves.’’ The vertical distance between the two curves for any 
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date indicates the net excess of receipts or disbursements—accord- 
ing as the one curve or the other is higher—since the beginning of 
the period. The date on which this vertical spread is a maximum 
for disbursements will be that of the financial peak load of the 
season. On this basis the amount of the excess of disbursements 
would be estimated at $16,000, and the approximate date of the 
peak load would be January 15. Had we taken the data directly 
from the budget form, we should have had $14,000 on January 1. 

Y In order to determine the maximum amount of bank loans 
that will be required during the season it is only necessary to add 
the four following quantities: (1) the total loans outstanding on the 
first day of the budget period; (2) the net disbursements from the 
beginning of the period to the time of the peak load, as indicated 
graphically; (3) what will be called the “peak load credit reserve, ” 
or amount of bank credit to be kept in reserve in case of emergency; 
and (4) the difference between the “outgoing cash maximum” 
and the balance of cash on hand at the first of the period. The 
general nature of the “peak load credit reserve” and of the “out- 
going cash maximum” is sufficiently evident for the present; 
they are considered in more detail below. 

In establishing a budget system the question of the proper 
budget period is an important one. The necessity that it should 
fit into the fiscal or calendar year makes it desirable that the period 
should be either six or twelve months in length. But it is essential, 
too, that both in length and in the time of beginning and ending it 
should be adapted to the peculiarities of business practice in the 
trade in question. The amount of loans outstanding at the 
beginning of the period is of comparatively little importance; 
the significant point in this connection is that the peak load should 
be far enough away to insure ample time to determine whether 
the season’s plans can be financed, and, if this proves impossible, 
to inaugurate a balanced retrenchment policy. Roughly, the 
time required to execute such a policy coincides with the output 
period, i.e., the length of time from the date of ordering merchandise 
or materials to the date of collecting on sales. The budget period, 
if anything, should be longer than the output period. The neces- 
sity for this is the need of a budget system itself. A change of 


| 
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policy involves the participation of all the departments, but 
ordinarily they will not all enter upon a retrenchment policy at 
one time. This is most obvious in the case of a manufacturing 
concern. The purchase of raw materials may well fall off before 
the finishing room slows down (though sales and collections depart- 


ments might not be so immediately involved in a curtailment).. 


But the length of the period is likely to be determined in calendar 
units; the more significant aspect is the time of year. The peak 
load should come toward the end of the period, unless that is 
considerably longer than the output interval. 

As soon as the amount of loans required to transact the esti- 
mated season’s business is determined, the comptroller or other 
responsible officer will arrange lines of credit at the banks with 
which the concern does business. In case he should find it impos- 
sible to obtain the requisite amount, the entire budget of the 
business is in for a thoroughgoing revision downward. A program 
of retrenchment must be immediately inaugurated. Thus the 
cash budget exercises a censorship over business plans. But 
_ besides extraordinary budget revisions of this character in most 
manufacturing and commercial businesses where budget systems 
are employed, it is necessary to revise the departmental budgets 
from time to time, perhaps every month. In the case of public 
utilities the overhead charges are larger and this is probably not so 
essential. Where this is the case allotments and quotas would 
stand at the original figure, though if need be any department 
might apply for a change. But in the case of a periodic revision 
—and the cash budget will necessarily have to be revised when 
the departmental budgets are—the departmental allotments and 
quotas will be the figures fixed at the beginning of each month 
(or other period). Such a periodic revision offers a chance to 
compare plans with results. There should be formal departmental 
reports, comparing actual results with estimate, both as a means 
of seeing where things stand and as a basis for revision of the 
estimate for the next month. Indeed, if such a revision indicates 
a radical increase in the cash requirements of the business as a 
whole over the original plans, it may be necessary to require a 
revision of plans for the entire balance of the budget period, instead 
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of for a single month only. Ordinarily, however, a revision for 
single month should suffice. 

But if the comptroller is not to let too much authority out of 
his hands, he must have other contacts than a monthly report. 
One of these is through the fixing of the peak load credit reserve, 
or amount of bank credit to be held in reserve for contingencies 
not foreseen in the budget proper. Obviously, no matter how 
carefully the original estimates of cash requirements for the season 
may have been made, there is sure to be some discrepancy between 
them and the amount of cash that subsequently is actually required 
in the conduct of the business. Hence it seems desirable that 
there should be some leeway in the credit established at the banks 
over and above the cash appropriated to specific purposes. The 
amount of this credit reserve will, of course, vary from one season to 
another. The comptroller must fix it on the basis of the budget. 
Once it has been established, it is a matter of routine to determine 
whether the reserve is being encroached upon by the actual trans- 
action of business. This task can be properly delegated to the 
cashier or other subordinate, who compares the daily financial 
condition of the business with the estimate. Thus the comptroller 
only concerns himself with the matter at the time of the monthly 
or other revision of the budget, unless the line marked by the credit 
reserve is passed. This part of the financial administration only 
comes to the attention of the comptroller at those critical times 
which require his superior powers of discretion; and he himself 
determines how critical these times must be. 

While this sort of leeway or reserve does not receive clear 
recognition in business practice, it is probable that most careful 
business men have some such notion as this in their heads, even 
when they formulate their financial plans entirely without any 
formal budget. But unless there is some record of the amount of 
margin allowed from year to year, compared to the discrepancy 
between actual and estimate, the experience gained each year is 
gained by the executive and not by the firm. In the case of an 
established budget system, a comparison of the previous margins 
allowed to the corresponding discrepancy between the actual and 
estimated cash requirements, perhaps in the form of their ratios 
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to the gross estimated disbursements, should be very useful as a 
basis for establishing a new peak load credit reserve. It will be 
seen that the credit reserve is closely related to the statistical 
concept of the probable error of the estimated net cash disburse- 
ments. One or two other factors which would enter into the deter- 
mination of this safety factor may be mentioned. The general 
business situation would be important, as in times of crisis or 
stringency it is especially important not to have sailed too close. 
The willingness of the comptroller to delegate authority is likely 
to be of some moment, on the one hand, as are the ability and 
integrity of the cashier, on the other, though these two factors are 
difficult to separate clearly. Finally, the peak load credit reserve 
must be fixed in view of the particular method by which the 
cashier determines whether it has been encroached upon by the 
actual results of the business. Before we can discuss this we must 
consider the nature of the cash maxima and minima. 

The functions of the cashier are in some respects very much 
like those of a store-keeper. He keeps the records of an inventory 
and handles the routine of the issuing and replenishment of stock. 
The use of maxima and minima as a means of standardizing store- 
keeping so as to make possible a delegation of routine combined 
with a retention of executive control over inventory is a familiar 
device—the balance of stores system. The store-keeper Compares 
the amount of stock on hand with a prescribed minimum. He 
issues goods on proper requisition, and when the stock has fallen 
below the minimum he requisitions a quantity sufficient to bring 
it up to the specified maximum. The official who establishes the 
maximum and minimum thus determines what quantity of goods 
shall be ordered and when they shall be ordered. Branch cash 
accounts are sometimes managed on a similar plan. The central 
office fixes the upper and lower limits for the cash balance at each 
branch, and the branch must then keep the balance between these 
limits. But the amount of cash on hand differs from most inven- 
tories. The store-keeper has only to order more stock when the 
inventory gets too low; the cashier has to see that more cash is 
obtained when it reaches a certain minimum, and he has also to 
dispose properly of the unnecessary surplus when the cash balance 
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gets too high. Consequently the comptroller may find it desirable 
to have two sets of limits, one for a cash-receiving period and one 
for a cash-disbursing period. Again it may be that a single pair 
of limits will be perfectly satisfactory. Whether two sets of limits 
will be needed is a matter of policy for each individual firm, to be 
decided by the executive in discretion on the basis of the peculiar 
conditions in his particular business. 

The cash minimum for either a receiving or a disbursing period 
will have to include: (1) funds used for making change, petty 
cash, etc.; and (2) currency received, but not deposited, and the 
bank balance. The problem of determining how much will be 
required for the first two purposes is very much like that for 
inventory. Other things being equal, it is desirable that the 
turnovers should be as rapid as possible, and the turnover of 
change money may be a little faster as the amount of gross receipts 
grows. But the difference will not be great for a small increase in 
receipts, so that the amount of change money required can be 
estimated as proportional to expected receipts. 

The determination of the bank balance is complicated by the 
frequent requirement that a certain amount or percentage of loans 
shall be kept on deposit. Where the requirement refers to average 
deposits, it will be up to the cashier to see that he does not exceed 
the deposit requirements at one of the banks with which his concern 
is doing business, until the deposit requirements of all the other 
banks have been met. The comptroller will also have to make 
sure that the lines of credit which he establishes will make it 
possible not only to carry the business past its financial peak load 
but also to meet the deposit requirements of his banks. The 
nature of these calculations cannot be gone into here. It may 
necessitate an increase in the peak load credit reserve. The 
amount of average deposits required will be an important factor 
in determining how far the maxima should be above the minima. 
In case the deposit requirements fix a minimum amount or per- 
centage of loans instead of an average, the situation is simpler. 
For an absolute amount the receiving cash minimum would be a 
fixed sum covering this amount, the balance needed as an allowance 
for daily fluctuations (even in a receiving period there would 


PROBLEMS IN FINANCIAL ADMINISTRATION 817 


probably be some days that showed an excess of disbursements), 
and the change money and money for deposit. In the case of a 
percentage requirement the cash minimum would be a variable 
figure—the percentage required plus the constant sum needed to 
handle daily fluctuations, making change, and money waiting for 
deposit. 

There are bound to be a number of complicating peculiarities 
in the determination of maxima and minima for any particular 
concern, for which a general rule is obviously out of the question. 
Only a few of these are suggested here. The important fact is 
that the fixing of these limits establishes the financial policy of 
the concern. The incoming cash minimum is fixed at the lowest 
balance that will safely carry the business until the cash on hand 
is replenished by further net receipts. The incoming maximum is 
then fixed above it by an amount equal to that of the loans that 
are to be paid off at one time. Thus loans are carried no longer 
than they are needed. Where a firm carries accounts with several 
banks, the cashier will probably be instructed to pay off all the 
loans at one bank first, clearing up its account there temporarily, 
while financing itself by the loans from the other banks. The 
comptroller will probably specify the time at which each account 
must be cleared up during the cash-receiving period. This is, of 
course, a matter of policy depending on his relations to his banks. 
But the determination of the incoming maximum and minimum 
reduces its execution to a routine. By fixing these the comptroller 
decides when loans are to be paid off and how much is to be paid. 
The detailed execution of the policy can be properly delegated to 
the cashier. 

The reverse case of the outgoing maximum and minimum is 
precisely analogous to the balance of stores system. The comp- 
troller determines when loans are necessary by fixing the outgoing 
cash minimum, and how large each loan shall be by fixing the 
maximum. The cashier pays out cash on requisition, until the bal- 
ance on hand falls below the minimum; then he draws on the 
company’s credit at one of its banks to bring the balance up to the 
maximum. The difference between the two limits must be sufficient 
to carry the business for such a time as the comptroller sees fit. 
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As in the case of paying off loans, the comptroller will probably 
prescribe the order in which the various banks are to be drawn 
upon, according to the circumstances. Thus successive loans may 
not be obtained from the same bank; it may be the concern’s 
policy to rotate. Nor does such an arrangement necessarily 
involve a shortening of the period of the loan; the same result can 
be accomplished by allowing the various loans to overlap for 
different intervals. As in the case of the cash-receiving limits, too, 
the maximum and minimum must be fixed in view of the deposit 
requirements. No general rule can be laid down for fixing any of 
these safety points. Business conditions, the nature of the busi- 
ness, the type of organization, and the plans for the season must 
all be taken into consideration. The establishing of these limits is a 
matter of executive discretion. When they have been settled upon, 
the carrying out of the policy is reduced to a standardized routine. 

In order to see how these prescribed limits would be applied it 
may be well to consider briefly some possible details of the cashier’s 
daily routine. Presumably he would be limited in the paying out 
of cash to: (1) the payment of purchase invoices, and (2) the 
payment of cash requisitions signed by officers whose authority 
was recognized by the comptroller. The case of purchase invoices 
is peculiar, because the allotments to purchasing departments will 
probably be made in terms of the total purchases approved for a 
specified period rather than in terms of the cash payments, which 
will follow the purchases by approximately the length of the trade- 
discount period. Each invoice of goods received in satisfactory 
condition will come to the cashier as soon after arrival as possible 
to be checked against the departmental allotment. It will, of 
course, be periodic totals that will be checked against the budget 
directly; the individual invoice will only be charged to the depart- 
ment’s account. In order to break these totals up into short 
periods of, say, a week or ten days, the comptroller may set a 
series of allotment percentages. Thus anything up to 4o per cent 
of a monthly allotment might be regarded as satisfactory during 
the first ten days; and anything under 70 per cent for the first 
twenty. Ifa given invoice did not bring the department’s monthly 
purchase account above the percentage appropriate for the time 
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Form I 


RELIABLE RETAIL COMPANY 
Datty CAsH TICKLER SHEET 


{ 
EsTIMATE 
No. Amount |Ck.No.| No.| Amount | Ck. No. 


Mis. Cash Disb. 


Invoices 


Requisitions 


Total 
Less Misc. Cash Receipts 


Receipts* 
Net { Disbursements* 


AcTUAL | 


: A&C Dept. Cash Sales 

L&N Dept. Cash Sales | 
B&E Dept. Cash Sales | 
i A&C Collections | 


Returns 


Total Receipts 


Invoices Paid 


Requisitions Paid | 


No. Bank Amount | Ck. No. 


Total Disbursements 


Receipts* 
Net 


* Cross out term that does not apply. 
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of month, the cashier would enter it in a form such as that sug- 
gested in Form II for the date on which it was payable (with 
discount), and file it under that date. But if any invoice should 
cause the purchase account to exceed the due percentage of the 
allotment, the invoice would have to go to the comptroller. In 
this way the comptroller would only give his attention to purchase 
invoices in those exceptional cases that in his own estimation 
merited his personal consideration. In these cases he would 
probably take the matter up with the head of the purchasing 
department to see whether the circumstances warranted his 
approval. The fixing of percentages, like the fixing of the allot- 
ments themselves, is by no means the establishing of an inflexible 
rule. It is only inflexible to the subordinate for whose guidance 
the policy is formulated; the policy is always subject to modifi- 
cation by the executive, if it seems wise to him. For present 
purposes long-time obligations falling due will be treated as pur- 
chase invoices and entered in the left-hand column. Commercial 
loans that are due, on the other hand, should be entered in a 
special section and not included in the total net receipts or dis- 
bursements. 

A large proportion of the cash disbursements on requisition 
will probably be regular enough in amount and time to be requisi- 
tioned several days in advance. The pay-roll is a case in point. 
The comptroller may require requisitions for disbursements of 
this character, to be made out, say, ten days before payment. 
The requisition form can be made to show the amount alloted for 
the month, and the amount drawn upon to date. Here, too, it 
would probably be advantageous to break the monthly allotment 
up into shorter periods by a percentage plan such as that just 
outlined for purchase vouchers. In this case the disbursement 
requisition would probably show also the amount allowed for the 
first ten or twenty days as a percentage of the monthly allotment. 
If the requisition carried the department’s account above this sum, 
it would then have to go up to the comptroller for approval. Other- 
wise the cashier would enter it in the requisition column of the 
daily cash tickler sheet as approved, and file it under the date 
on which it was payable. It would, of course, be entered and 
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filed in just the same way, even though it should exceed the pre- 
scribed amount, provided the comptroller saw fit to approve it. 

Besides the regular items of this character there are certain 
to be a number of miscellaneous items, of which taken individually 
the time and amount cannot be anticipated at all accurately. 
But it is desirable to get some notion of the total daily receipts 
and disbursements a little ahead of time. While it is difficult to 
treat these miscellaneous items one at a time, their total for such 
a period as a month can be estimated fairly closely. If, then, the 
monthly total, as shown in the budget (which might very well be 
made to show this amount separately, though for the sake of 
simplicity it was not done in Form I), is divided by the number of 
business days in the month, a rough estimate of the miscellaneous 
total is obtained. This amount would be entered in the tickler 
sheet as a single item. The comptroller, too, can retain control 
over miscellaneous disbursements as a group by fixing the per- 
centages of the monthly allotment which the cashier might be 
empowered to approve in the first ten days and the first twenty. 
Or he may prefer to break this group of disbursements up along 
departmental lines. In case there should be a considerable diver- 
gence of actual from estimate in this class of items in the early 
part of the month, the comptroller may alter the daily miscel- 
laneous cash disbursements estimate for the remainder of the 
month. Under the percentage plan he would be notified of an 
excess, and he might also require the cashier to report the matter 
to him in case the disbursements fell more than a certain percentage 
below the estimate. . 

Cash receipts are not so directly under a firm’s control as cash 
disbursements, and therefore are more difficult to anticipate. 
Nevertheless, in some cases it is possible to handle sales invoices in 
very much the same way as purchase invoices. Where trade 
practice assures that under ordinary conditions a fairly constant 
percentage of customers will take their discounts, that percentage 
couid be entered under the appropriate day in the cash program. 
Again, a wholesale house might classify some of its large customers 
as “sure pay” and enter their invoices in the tickler sheet accord- 
ingly. In any case the cashier will have to keep in close and 
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constant touch with the collections, if indeed he does not handle 
this end of the business in person. He will have to check receipts 
against collections quotas, and immediately report any shortage to 
the comptroller. For this purpose the quotas for the month may 
be broken up in the same way as allotments by fixing percentages. 
In this case it will be a failure to reach 25 per cent in the first ten 
days, for example, that would have to be reported, instead of an 
excess of 40 per cent of the allotment. 

For the most part it is probable that no more detailed analysis 
of receipts would be possible than one along departmental lines. 
This is obviously true of cash sales. In general, then, the receipts 
entries in the daily cash tickler sheet will simply be the average 
daily quotas for each department for the current month, though in 
retail businesses some allowance for special sales will have to be 
made by the comptroller in consultation with the department head 
involved. In the case of a security issue, too, special arrangements 
would be necessary. And with receipts as with miscellaneous 
disbursements, any marked divergence of actual from estimate 
during the early part of the month might make it advisable for 
the comptroller to revise the estimate of average daily quota for 
the balance of the month for the department in question. 

The system creates one type of cash receipt which deserves 
special mention—returns of the unused balances of requisitions. 
At first it might be difficult to estimate the amount of this item, 
though it would be a comparatively small one. As the system gets 
under way it would tend to become smaller and less subject to 
fluctuation. 

The daily cash tickler sheet serves two functions. At the 
time of actual payment or receipt, the amounts received and 
disbursed are entered. In the case of receipts only the totals 
are entered. The payment of individual purchase invoices and 
regular requisitions when they fall due is indicated by filling in 
the check number by which the voucher is paid. In advance of 
payment and receipt the tickler sheet serves as a basis for estimat- 
ing the cash requirements and change in credit reserve during the 
next few days, and so for determining whether the period is a 
cash-receiving period or a cash-disbursing period. The results of 
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the transactions for the next week or ten days can be summarized 
by entering the net expected receipts or disbursements from the 
several daily tickler sheets in a form such as that suggested in 


Form III 


RELIABLE RETAIL COMPANY 
Ten-Day CasH BUDGET 
July 12 to 21, 1920 


Date Net Rec. Date Net Disb. 
July 12 $ 350 July 13 ; 500 
July 14 650 
July 15 475 
July 16 575 
July 17 1,000 
July 19 850 
July 20 800 July 21 350 
Total 1,150 Total 4,400 
Initial Cash Balance 51350 10,000 
Total 6,500 Total 14,400 
Loans Falling Due 
Loans Required 7,900 | Loans to be Paid 
Total 14,400 Total 14,400 
Net Increase of Loans 7,900 
Credit Reserve on July 12 18,000 
Estimated Credit Reserve on July 70,200 
Peak Load Credit Reserve 


* Cross out term that does not apply. 


Form III. The period is then characterized as an incoming or 
outgoing cash period, according as the receipts or disbursements 
total is the larger. The initial cash balance is then added to the 
receipts total, and the incoming cash minimum or outgoing cash 
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maximum, as the case may be, is added to the disbursements 
total. The loans falling due are then added to the right-hand 
total, and the loans to be paid to the right-, or loans required to 
the left-hand total, according to the circumstances. The account 
should then be in balance. The net increase of loans, if any, should 
then be subtracted from the balance of undrawn credit at the 
beginning of the period to show what that balance may be expected 
to be at the end of the period in comparison with the peak load 
credit reserve. In case it should ever prove smaller than the 
credit reserve, the cashier should notify the comptroller immedi- 
ately. Ordinarily this “ten-day budget” would probably be 
made out only three or four times a month. Near the financial 
peak and foot loads it would probably be made out daily. 

As a basis for and record of the actual drawing of credit and 
payment of loans the cashier may make use of a form like that 
shown in Form IV for a cash-receiving period, and a similar one 
—probably of a different color—during an outgoing cash period. 
The total of the left-hand column gives the amount of cash on 
hand in comparison with the receiving cash maximum. In case 
it exceeds this limit it is carried to the top of the right-hand column 
and the receiving cash minimum subtracted from it to show the 
amount of loans to be paid off. Below this are listed the loans 
outstanding at the different banks. When the loans are paid, 
this sum is subtracted from the loan total to show the loans out- 
standing after payment. This is compared with the total credit 
allowance to find the balance of credit in reserve. The form for 
the cash-disbursing period is very similar. The cash balance is 
compared with the outgoing minimum. If it is smaller, it is 
subtracted from the maximum to find the loans required. This 
amount is added to the loans outstanding for comparison with 
the total credit allowance, the balance again giving the total 
credit in reserve. In this way the comptroller determines when 
loans are to be paid off and when to borrow, while the detail of the 
administration is delegated to the cashier. 

It is not intended to claim any particular merit for the specific 
details of financial administration presented here by way of example. 
These will necessarily vary widely with the line of business and 
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type of organization. But it is asserted that it is better to plan 
and arrange in advance for loans than it is to wait until they are 
needed and trust to luck and banking connections that they will 
be forthcoming. The budget system has the advantage over 
“mental arithmetic” as a method of making business plans, 
because it co-ordinates the activities of the financial administration 


Form IV 
RELIABLE RETAIL COMPANY 
Dazty CasH AND CREDIT STATEMENT FOR INcomING CaAsH PERIOD 
August 4, 1920 


Bank Balance Balance Available 10,700 
First National $5,000 
eA: Minimum Cash Balance 5,000 
Merchants 3,000 
CLOT Loans to be Paid 5,700 
Traders National 1,800 
Loans Outstanding 
For it First National 40,000 
Ch 200 
Currency 500 
Gold 
iim 
PettyCash Less Loans to be Paid 5,700 
Total 10,700 Balance 42,300 
LessLoansDue #8 || Total Credit Allowance 70,000 
Balance Available 10,700 
Balance of Credit in Reserve] $27,700 
Maximum Cash Balance $10,000 


with those of other departments of the business, systematically 
organizing the departmental plans into a single consistent policy 
for the whole concern. At the same time it preserves the business 
experience of the firm to the firm and not merely to the individual 
executive. The financial budget, moreover, puts the business 
on a firmer financial foundation, and so opens the way to more 
favorable terms at the bank. In the financial budget the banker 
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can “see his money coming back” in a much more accurate sense 
than when he merely thinks in terms of current assets and current 
liabilities. After the budget is made up on the basis of records 
specifically adapted to this purpose, the carrying out of the policy 
for financial administration is reduced to a standardized routine 
that can be delegated without loss of executive control. By 
fixing certain critical points the executive in discretion is enabled 
to put in his hand only at such times as in bis own opinion require 
his personal attention. And he sees to it that the plans which 
have been made are being properly carried out by a system of 
periodic reports. The superior exercises control over his sub- 
ordinate, not by giving him permission for each move piecemeal 
—once the plan has been established the subordinate need only 
go to his superior in case of an exception. And his responsibility 
is the responsibility of living up to the plan (budget). The budget 
and the report are the basis of executive control. 


Morris A. CopELAND 
UNIVERSITY OF CHICAGO 
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COMMERCIAL CREDIT OR DISCOUNT COMPANIES 


There have been developed in recent years a number of financial 
institutions whose work, like that of the commercial paper houses, 
is mainly that of intermediary between borrowing businesses 
and lending banks. The institutions in question are variously 
designated as discount houses, finance companies, commercial 
credit companies, commercial acceptance trusts, automobile 
banks, etc. It is somewhat difficult to describe the work of 
these companies, for the reason that the terminology commonly 
employed in describing their operations is far from uniform— 
and the principles of operation themselves not highly standard- 
ized. Moreover, since certain houses specialize in a particular 
type of operation, while others engage in more than one form 
of financial enterprise, it is impossible to state that the financial 
institutions in question are always conducted on principles thus 
and so. There are, however, at least two distinct types of 
financial enterprise which may be differentiated: (1) the purchase 
of accounts receivable from business concerns—in various lines 
—which are in need of additional working capital; and (2) the 
financing of the distribution of automobiles and other products 
that are commonly sold on the instalment plan. 


I. PURCHASING ACCOUNTS RECEIVABLE 


There are two principal reasons why business concerns on 
occasion sell or assign accounts receivable: (1) to secure the 
necessary funds with which to postpone or forestall financial 
insolvency; and (2) to secure additional working capital with 
which to expand the volume of business. The first practice is 
usually regarded as “illegitimate” financing, something to be 
frowned upon by all conservative and constructive business 
men. The second—a development of the last ten years—is, as 
we shall see, in a very different category. Let us consider each 
in turn. 

827 
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1. Assigning of accounts by concerns that are financially involved. 
Suppose a certain business, which has $10,000 of accounts receivable, 
is in financial straits and must have immediately, say, $5,000 in 
cash. Unable to borrow on its own note, and having neither 
customers’ notes nor trade acceptances available for discount at 
a commercial bank, it still has in its accounts receivable a resource 
which can be converted into cash through the intermediation of 
a discount house. By purchasing these accounts at a substantial 
discount and collecting them in full at maturity, a discount company 
can at once provide the necessary financial assistance to the enter- 
prise in question and earn a profit for itself. The discount company 
receives the funds which it advances partly from its shareholders, 
but more largely from the commercial bank from which it borrows 
on its promissory note, secured by the purchased accounts as col- 
lateral. The amount of the discount varies somewhat, but in the 
nature of the case the rates are very high, usually ruinously so. 


Concerns which sell accounts receivable are commonly viewed 
with suspicion by the commercial bankers. It is argued that the 
high-interest rates at which such loans are secured are prohibitive, 
and that the credit standing of the concern is thereby seriously 
impaired, with the result that eventual bankruptcy is rendered 
the more certain. While this is undeniable, generally speaking, 
there are doubtless numerous cases where enterprises, temporarily 
embarrassed, have thus been tided over a difficult. period in their 
history. 

2. The sale of accounts by “‘well-rated’’ concerns as a means of 
increasing working capital. There has been developed in the last 
few years a new type of discount or commercial credit company— 
one whose function is to furnish funds, not to concerns that are 
financially involved, but to well-rated enterprises, which are in a 
position to make an effective use of more money than they can 
secure through regular banking channels. 


In periods of very active business, particularly, many concerns 
find that after they have utilized the full lines of credit extended 
them by the commercial banks they could make a profitable use 
of more funds. Indeed, even before the maximium line of credit 
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at the bank has been utilized, a concern often resorts to the sale 
of receivables in order to keep some of its bank credit available for 
anemergency. The money borrowed may be devoted to expanding 
the volume of business through the purchase of additional raw 
materials or merchandise, or it may be used to pay off trade bills, 
thereby saving the discount that is offered for early cash payments. 
While the rates charged for such funds are high, the cost is usually 
less than the amount of the cash discount on trade bills which can 
thus be saved. 

The character of the business concerns which make use of such 
credit sources may be seen from the fact that one discount house 
in 1918 made 773 per cent of its $55,000,000 of loans to customers 
whose commercial ratings were of the first or second classes. 
Nearly 75 per cent of the customers, moreover, were concerns 
rated above $35,000, some of them at more than $1,000,000, the 
average size being between $50,000 and $75,000. It should be 
clearly understood, however, that while the concerns which borrow 
in this way may typically be well rated and of fair size, the resort 
to the sale of accounts receivable as a means of raising funds indi- 
cates a credit condition temporarily such that commercial banks 
are unwilling to lend them more.’ Concretely, the concern’s 
ratio of quick assets to current liabilities is as a rule considerably 
less than what is customarily insisted upon by the commercial 
bankers. 

The high-grade credit companies engaged in such financing 
operations sometimes discount the accounts receivable, but more 
commonly they make a “service charge” instead. For instance, 
one large commercial credit company advances about 80 per cent 
of the face value of each account at the time of purchase, and the 
balance as it is collected. It derives its profit by a gross charge 
of one twenty-fifth of 1 per cent on the net face of accounts for each 
day, or a little over 1 per cent a month, plus $5 per $1,000 on the 
first $100,000 worth of purchases from any concern in any one year. 
In order that the customers of a concern may not be disturbed, 
an arrangement is made whereby the borrower may do his own 


‘ * Except of course in cases where the bank credit line is being held open, as noted 
above. 
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collecting; thus the customers need not know that their accounts 
have been sold. This is known as the “non-notification’’ plan. 

This company makes a careful credit investigation both of the 
customers who owe the accounts receivable and of the seller of the 
accounts. It makes use of Dun’s and Bradstreet’s commercial 
ratings, and will not buy from any one concern the accounts of 
customers having a poor credit rating to an amount in excess of 
20 per cent of the total volume of accounts purchased. As a 
further means of minimizing risks it also seeks to have its accounts 
from each borrower as widely distributed as possible. 

The company makes a careful investigation of the credit stand- 
ing of the seller of accounts, including an analysis of his financial 
statement, for the reason that in the last analysis the seller of the 
accounts is looked to for payment. Indeed, the seller is required 
to warrant the accounts, thus assuming a secondary or contingent 
liability. Inquiry is also made as to the use to which the borrowed 
funds are to be put; and the loan is ordinarily refused if the money 
is to be devoted to an increase in fixed rather than working capital. 
The discount company is thus reasonably well protected from 
loss. It may be added that the methods just described are typi- 
cal of the largest institutions. 

Discount companies borrow heavily from commercial banks. 
The capital and surplus of these concerns serve largely as a basis 
for credit with the banks from which they borrow heavily, usually 
on their promissory notes secured by collateral. One conserva- 
tive company with a capital stock of $1,320,000 in 1920 had a 
maximum loan account at the banks of $4,302,000, with an addi- 
tional $402,000 borrowed through a commercial paper house. It 
is not uncommon, however, to find the amount of borrowed funds 
from five to ten times the amount of the company’s capital. In 
seeking a loan the company always presents a financial statement 
showing its resources and liabilities. The average cash balance 
on hand, plus the average monthly collections, usually exceeds the 
total of all notes payable. It is necessary for these companies to 
maintain a high credit standing with the banks, for they are almost 
continuously dependent upon them for funds. 
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The selling of accounts receivable by a business concern in 
need of funds with which to expand its business is usually justified 
economically on the ground that it is the most convenient as well 
as the cheapest means of securing the additional capital required. 
It is more convenient than a resort to the sale of additional stock, 
and at the same time it does not permanently increase the capital. 
Because of the necessity of formulating business policy with a view 
to long-run conditions—for periods of depression as well as for 
times of great business activity—this ability to expand capital. 
resources by short-time borrowing rather than by permanent 
capital contributions is a matter of genuine importance. 

Does credit extension by credit companies result in dangerous 
business expansion? One question of general moment may be raised 
here, however. Is the expansion of business that is thus made 
possible economically desirable? Would it not be better if the 
verdict of the commercial bankers were allowed to stand—the 
verdict that the concerns in question have already borrowed as 
much as their financial status warrants? Does such credit extension 
not lead to undue or dangerous expansion? It should be observed 
in this connection that while the commercial banks would not 
directly extend so large a volume of credit to borrowers as they 
secure through the aid of these financing corporations, the funds 
secured are nevertheless largely drawn from the commercial banks 
by an indirect process. Where it would be regarded as unsafe to 
make additional direct loans to the borrowers in question, the inter- 
position of a strong financial intermediary renders the indirect 
extension of such credit eminently conservative. But safety to 
the loaning banks, immediately speaking, is one matter and safety 
to the general business and credit structure in the longer run, is 
another. It may reasonably be contended that during periods of 
great business activity and attending financial strain the added 
expansion of credit which these institutions make possible only 
serves to make the task of eventual credit contraction and business 
readjustment the more difficult. 

It should be observed in this connection that the discount of 
trade acceptances in order to expand a concern’s working capital 
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is open to precisely the same objection. It is because of this that 
conservative bankers refuse to increase a borrower’s “line of credit’’ 
merely because he discounts acceptances. 

From another point of view, however, such credit extension 
presents itself in a much more favorable light. If the funds bor- 
rowed are used to save the cash discount offered by mercantile 
creditors, rather than to attempt an expansion of the total volume 
of business through the purchase of additional raw materials or 
stocks, the result is undoubtedly beneficial from the point of view 
of the general credit situation. 

Finally, it may be observed that these institutions have thus 
far had little experience with the financial problems incident to a 
long period of business depression. An outgrowth, in the main, 
of the financial conditions of the war period since 1914,’ these com- 
panies to date have had nothing but fair weather. Business failures 
have been almost negligible and the opportunities for making 
profits quite unprecedented. In consequence, the risks assumed 
by these houses have been very small and their profits almost 
unbelievably large. During a period of depression, however, they 
will doubtless find that they must greatly reduce the volume of 
their loans; for in periods of declining business, credit lines at the 
local banks are ample for all concerns that are in a sound financial 
condition. As a means of forestalling financial disaster, however, 
weakened enterprises at such a time will, of course, seek credit 
accommodation from these companies with renewed vigor. It isa 
safe guess, however, that such concerns will find little encourage- 
ment from the high-grade conservative credit companies which 
we are here considering. 


Il. THE FINANCING OF AUTOMOBILE DISTRIBUTION 


The extensive growth of the automobile industry during the 
last twenty years has given rise to a very interesting system of 
financing the distribution of the product. The institutions engaged 
in this financing are variously known as commercial credit com- 
panies, discount houses, and automobile banks. Some of them 


*Very few companies were in existence before 1914 and none, apparently, for 
more than two or three years. 


4 


COMMERCIAL CREDIT OR DISCOUNT COMPANIES = 833 


are specialists in this field and others are not. For instance, the 


‘commercial credit company described above devotes a large per- 


centage of its resources to the purchase of automobile paper. It 
should also be kept in mind that some houses also deal in piano 
furniture, and other paper, growing out of the sale of goods on the 
instalment plan. For convenience of expression, we shall, however, 
here designate the institutions in question as automobile banks. 

The reasons for the development of the automobile bank are 
inherent in the nature of the distribution end of the automobile 
business. The automobile, despite the current assertions that it 
is a necessity, has always been looked upon by the commercial 
bankers as in a different class from staple products—as involving 
relatively large risks. Automobile dealers, as distinguished from 
the manufacturers, commonly have relatively small resources; 
they buy cars largely on credit and in turn sell them largely on 
credit. It has been estimated, indeed, that 65 per cent of the pas- 
senger cars and go per cent of the trucks are sold on time. Since 
the automobile is ordinarily in the nature of a luxury, it quickly 
becomes a drug on the market in a period of business depression, 
and since second-hand cars are subject to very heavy depreciation, 
commercial banks have not been willing to extend credit to auto- 
mobile dealers in proportion to their requirements in periods of 
rapid expansion. Hence the necessity of and the opportunity for 
the automobile banker. 

The work of the automobile bank is similar to that of commer- 
cial paper houses and discount companies. It is something more 
than a broker in that it advances the funds to borrowers, and it is 
something less than a bank in that as a rule it promptly shifts to 
the regular banks the burden of carrying the loan. While similar 
to the institutions already described, it has nevertheless evolved 
certain distinct financial methods. 

There are two types of automobile financing operations to be 
described. First, certain large credit companies extend what may 
be called wholesale credit to automobile dealers; second, there are 
many smaller financing corporations which specialize in the making 
of retail loans secured by the instalment notes of the ultimate 
purchasers of the cars. While some companies engage in both 
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types of operations, as well as in the purchase of accounts receivable 
from other businesses, as described in the section above, it. will 
make for clearness if we describe the different operations as though 
the institutions engaging in them were specialists. 

1. The wholesale plan. The financing conducted under the 
first plan is designed to enable the dealer to secure the funds with 
which to pay the manufacturer for the cars without waiting for 
their sale to, or at least without waiting for final payments from, 
customers. In a sense they are therefore financing the manufac- 
turers themselves. The loans are made to the automobile dealer, 
who gives his promissory note to the automobile bank, together 
with chattel mortgages on the cars in his possession. It should be 
stated, however, that it is only in certain states that we find the 
chattel mortgage. In some states a trust receipt is used, and in 
still others a conditional sale agreement is employed, the particular 
type being determined by the varying laws of different states. 

When cars are stored “on the floor” the chattel mortgage or 
other document covers a particular car, which can be disposed of 
only on terms laid down in the agreement with the automobile 
bank. There have been many cases of fraud and deception, 
however, in connection with this floor plan, chattel mortgages 
often being given on cars which do not exist, or which are not owned 
by the dealer in question; and there are many cases of secret sale 
of the car against which the mortgage stands. Where cars are 
stored in a warehouse, however, the warehouse receipt is turned 
over to the automobile bank. In such a case the bank is much 
more adequately protected; and, it may be added, the loan is 
usually more nearly equal to the full value of the car. 

Since the dealer is constantly selling cars, it will be seen that the 
security commonly passes out of his possession during the life of 
the loan. But under the terms of the agreement with the dealer, 
the claim against the car still rests with the automobile bank. It 
should be observed, however, that the bank does not look to the 
individual who has purchased the car on the instalment plan for 
a payment; he still looks to the dealer, to whom he has made the 
loan and whose note he holds. 
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It will be seen from the foregoing that the credit standing of 
the dealer to whom the loan is made is of paramount importance. 
Accordingly, the automobile bank makes a careful investigation 
of the dealer’s moral and financial standing, even requiring him, 
as a rule, to furnish a statement showing his financial condition. 
While each particular loan is in fact secured by a chattel mortgage 
on a particular car, the main reliance is nevertheless placed upon 
the dealer’s general responsibility. Loans made to dealers in this 
way commonly run for two or three months. While the loans 
are made to the dealer, it should be added, however, that where 
cars are held in storage, it is customary for the manufacturer to 
guarantee the payment of the loan. Thus the automobile bank 
often has two-name paper.’ 

Such companies derive their profits from a gross “service charge” 
similar to that described above in connection with the purchase 
of accounts receivable. This charge covers interest and profits 
and also insurance against theft and fire. The company will not 
make a loan on an uninsured car; and by acting as agent for an 
insurance company, it obtains a large commission on all insurance 
that is written. The “service charge” varies somewhat, but is 
always high enough to insure a very handsome return to the 
company. 

2. The retail plan. A concrete illustration of the practice 
followed by a particular discount company will indicate the differ- 
ence between this method of financing and that which we have 
just described. Let us assume that a dealer has sold a car valued 
at $6,000 and has received $1,000 down and for the remainder 
instalment notes of $500 each, payable monthly? A chattel mort- 
gage is also given by the purchaser. The dealer borrows $4,000 
from the automobile banker, putting up the $5,000 in instalment 
notes as collateral security. The dealer usually guarantees the 
payment of such notes. The bank loan is typically, as in this 
case, 80 per cent of the value of the notes offered as collateral 


* The manufacturers, however, practically never guarantee the payment of retail 
loans. There is apparently but a single exception to this rule. 


* The average duration of such credit extension is about eight months. 
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security. Since the purchaser’s notes are paid in monthly instal- 
ments, the dealer is required to pay his loan to the automobile 
bank in monthly instalments. 

It is the common practice with these smaller companies to 
discount the dealer’s notes, usually at 5 per cent. And since the 
notes usually bear interest at 7 or 8 per cent, the company always 
secures 5 per cent on the face of the note plus, say, 7 per cent interest 
on that portion of the loan which it finances out of its own resources. 
Moreover, since the company can usually borrow from the com- 
mercial bank on its own note, secured by the instalment notes 
received from dealers as collateral, at a rate lower than that which 
the notes themselves bear, it will be seen that some additiona] 
profit is thus procured. It will be apparent, however, that it is the 
5 per cent discount that constitutes the main source of income. 

The extent of the gross profits that may be obtained therefore 
depends largely upon the volume of loans that can be made. Since 
the dealer is required to pay his loan to the automobile bank in 
monthly instalments, this bank is in fact in a position at the end of 
each month to make a new loan of several thousand dollars on the 
basis of the instalment receipts, borrowing as before 80 per cent 
of the amount from a commercial bank, on the collateral security 
of a new dealer’s note and chattel mortgage. These monthly pay- 
ments, it will be observed, will prove cumulative as additional loans 
are extended, each of which calls for monthly payments. In fact, 
by virtue of its ability to borrow from the commercial banks, a 
company is in a position rapidly to pyramid the volume of its 
business. It is commonly believed that loans may safely be made 
to eight or ten times the amount of the company’s capital. 

The profits of such companies have, in fact, often been very 
large, though the earnings fluctuate widely, varying with changing 
coaditions in the automobile industry. It may be noted that the 
clerical force required to run such an institution is very small. 
There is usually only a manager, an assistant manager, a book- 
keeper, and a stenographer, with one or more salesmen. 

These companies have also, to some extent, financed auto trucks 
and tractors. But the hazards here have been found considerably 
greater than in the case of passenger cars. This is particularly 
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true of tractors, which are subject to a rapid depreciation because 
of the farmer’s customary failure to house them properly against 
inclement weather. Trucks are also subject to heavy depreciation ; 
and it appears that the moral hazard, also, has proved greater with 
trucks than with passenger cars. 

The funds employed by automobile banks are procured in a variety 
of ways. Thus far we have been placing emphasis upon the methods 
by which the automobile bankers—both wholesale and retail— 
extend credit to the automobile industry, only incidental reference 
having been made to the sources of the funds used by these institu- 
tions. In fact there are several different methods by which the 
automobile bankers secure the funds which they lend. In all cases, 
of course, a part of it is derived from the capital contribution of the 
company’s shareholders; but this capital is mainly employed to 
serve as the basis of the company’s own credit. These institutions 
secure the funds which they loan, in four different ways, some 
companies using but a single method, others at one time employing 
one means and again another, and some of them now and then 
using a combination of methods simultaneously. 

First, they may borrow from the commercial banks, or through 
commercial paper houses, on their single-name promissory notes, 
without other security. So far as the author is aware, there is only 
one company using this method. Second, they may borrow from 
commercial banks on their promissory notes, secured by the instal- 
ment notes of the purchasers of cars. The officers of the credit 
company also frequently indorse the notes. Third, they may 
raise the funds by selling the company’s unsecured debenture 
_bonds in the investment market. This method is apparently not 
very commonly employed. Finally, they may secure the money 
by selling in the investment market collateral trust notes or bonds. 

The last method, only, requires explanation. The company 
assigns the notes received from its customers, together with the 
chattel mortgages or other documents, to a trust company where 
they are held in trust as collateral for the bonds to be issued, 
Guaranties from the various dealers who have given notes to the 
effect that both principal and interest will be promptly paid are 
also turned over to the trust company. The financing corporation 
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then issues its own obligations, secured by these commercial notes, 
mortgages, and guaranties, and offers them for sale in the general 
investment market. ‘They are usually issued as short-term serial 
notes, some of which mature every few months. 

The following statement of a “commercial security”? company 
which purchases mortgages and leases on cars and pianos will serve 
to show the exact nature of the security possessed by the purchasers 
of the company’s bonds. 


First: Financial statement of dealer on form supplied. 

Second: Execution of an agreement in duplicate on forms furnished, covering 
details and conditions of purchase of mortgages and leases. 

Third: | Naming of someone in vendor’s employ to be authorized to make 
collection on mortgages and leases purchased, who shall be bonded 
by fidelity bond to make prompt remittance of collections, as pro- 
vided in agreement. 

Fourth: Listing of mortgages and leases offered for sale on blanks furnished, 
duly assigning and guaranteeing mortgages and leases listed. 

Fifth: | Mortgages and leases must show that they have been recorded, if 
required by state law, and recorder’s certificate of filing must be 
attached. 

Sixth: | Mortgages and leases must show a minimum cash payment of 20 
per cent of purchase price. 

Seventh: Mortgages and leases must draw at least 6 per cent interest per 
annum. 

Eighth: Final instalments on mortgages and leases must mature within thirty- 
one months of date of sale to the Company. 

Ninth: | Under the terms and agreements to be entered into, mortgages and 
leases are to be purchased for 90 per cent of the balance due and 
owing thereon, payable 70 per cent at the time of purchase, and the 
balance in quarter-annual payments of 20 per cent of amounts col- 
lected and remitted on mortgages and leases, provided that no 
payments on same are in default, in which case same will be held 
until such defauits are settled. 

Tenth: | Mortgages and leases must be guaranteed both as to principal and 
interest by the dealer or manufacturer from whom they are 
purchased. 


The leases referred to relate to the loan of a piano or car to the 
purchaser during the period when it is being paid for. 

These credit companies render important economic services. The 
nature of the service rendered by these financing corporations in 
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connection with the automobile and similar industries was suggested 
in the introductory paragraph of this section, on p. 833 above. 
The process of marketing automobiles, pianos, etc., is such that the 
regular financial institutions have neglected the financial require- 
ments of these industries, particularly in periods of rapid expansion. 
Credit companies have therefore filled a breach in the financial 
structure and devised methods which at once minimize their own 
risks and insure the earning of large profits, while at the same time 
they make it possible for the commercial banking institutions and 
the investing public indirectly to furnish the funds required. With- 
out them it is believed that the development of such industries 
would have been very seriously impeded. 

In the city of Chicago alone there are more than thirty financing 
corporations of the types which we have been considering, while 
in New York there is an even greater number. They are, moreover, 
found in nearly all parts of the country—wherever the need for 
them has been manifested. An interesting development in the 
last year or so has been the organization of auto-finance credit 
associations in New York and Chicago. The purpose of these 
associations is to exchange information with reference to the credit 
standing of borrowers; and to co-operate in every way in raising 
the general plane of the business. Like the commercial paper 
houses, the discount companies are subject to no special legal regu- 
lations, being governed only by the general laws relating to ordinary 
corporate and business activities. While their operations have, 
as a rule, not yet been placed upon so efficient a basis as those of 
the commercial paper houses, they are being rapidly improved, 
and will no doubt eventually assume a highly standardized form. 
In any event these institutions have already achieved a permanent 
place in the American financial system. 

H. G. Mouton 
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THE LABOR SITUATION IN DETROIT* 


The reports from the 1920 census have apprized everyone who 
was not already informed that the tremendous growth of the auto- 
motive industry has carried Detroit into fourth place in population 
rank. It was in the belief that such an industrial Mecca, which 
had drawn its multitudinous votaries from every section of the 
continent and even farther, would be an ideal place for an intensive 
study of the currents of opinion among workingmen and the pre- 
vailing conditions of labor in a progressive factory town that the 
writer spent several weeks during the past summer making a first- 
hand investigation of the labor situation there. He had numerous 
conferences with employment managers, industrial managers, chiefs 
of operation, and like officers having to do with personnel in a vari- 
ety of plants. For it should not be overlooked that there are other 
important industries besides automobile manufacture in the City 
of the Straits. It has several large stove and furnace works, 
some big pharmaceutical laboratories, and various sorts of machine 
shops. These have contributed not a little to the prosperity of the 
city, though the expanding production of motor cars trucks and 
tractors has been the chief factor, of course. In the main this 
article is concerned with conditions in this leading industry. 

In addition to these conferences with officials of many different 
firms, and thanks to their courtesy, the writer has gone into the 
shops and worked among the men. Dressing and speaking like 
the ordinary wage-earner he has been able to gain from them in 
the casual conversation along the bench or over the machine or 
on the window ledge at noon-hour, knowledge and information 
about the workingman’s state of mind and his status in industry 
which could not have been acquired elsewhere. Incidentally it 

' There is no attempt in this article to set forth the current situation with 
regard to employment. In that respect there has been a great change since the 
paper was written, in the latter part of August. But this feature has so little bear- 


ing upon the broad outlines of labor policy treated herein that it has not been 
deemed advisable to make any modifications in the text on that account. 
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might be of interest to some that workingmen no longer like to be 
marked off as a class by their dress. No longer do the blue jeans 
or khaki overalls or visorless cap mark for you—outside the factory 
gates—the manual worker. He goes and comes from work in the 
garb of other folk, somewhat more soiled usually, but that, the 
only difference, is an unavoidable one. This is literally true. 
A stiff straw or a Panama hat, a collar and necktie, a light-colored 
shirt occasionally of silk, a dark suit of street clothes and polished 
shoes—these are the rule and not the exception for the young 
fellows who flock to the machines and benches in the automobile 
shops. They are proud—but not of their work! 

To the student of “the labor movement” the outstanding 
feature of the situation of labor in Detroit would be the almost 
complete want of organization. Every individual “goes it alone.” 
He seeks the job “on his own hook.” He is hired by individual 
contract at a wage secretly agreed to when he is taken on and which 
he is futilely warned not to disclose to any fellow-worker. He is 
subjected to the regulations and the discipline of the shop as a 
nominally independent covenantor, and actually there is little or 
no attempt to engender a spirit of collective responsibility. Finally 
he is discharged without further formality than a written notice 
from the foreman that he may quit and receive wages due at a 


specified hour." If a reason for discharge is stated, that is a 


pro forma recognition of his nominal “rights” which can in no wise 
affect his fate. 

The effects of this strict adherence to the theory of individual 
freedom of contract are as varied as they are numerous. Employee 
representation on an administrative body charged with the adjust- 
ment of conflicting interests or even the settlement of ordinary 
“grievances,’’ or employee participation in the formulation of 
workshop rules appear not to be prominent tendencies in factory 
organization in Detroit, though they have featured most recon- 
struction programs put forward elsewhere in the post bellum period. 

* It is not to be implied from this that the power of “hiring and firing” rests with 
foremen. Generally that is not the case. But the point here is only that so far as 


the workman is concerned the insecurity of job-tenure has not been greatly lessened 


— the power of summary dismissal from the foreman to the employment 
ce. 


J 
T 
an 
i 
= 
t 
4 
| 
= 
1 
| 
| 


842 MYRON W. WATKINS 


While the competition among the many establishments keeps the 
general wage scale fairly uniform everywhere in the city, the indi- 
vidual bargaining process results in wide variations of individual 
wages from the current rate for the given grade of labor. At the 
same bench may be found men doing identically the same work in 
an equally inefficient manner for wages that differ as much as 
twenty-five cents per hour. Again, the idea that each employee 
is a private contractor and the associated idea of his strict independ- 
ence may possibly account in part for the fact that the subjects of 
motion study, fatigue study, and the like have received relatively 
scant attention, on the whole, from the body of Detroit manufac- 
turers. They have rather concentrated on the application of 
mechanical contrivances to all the simpler and many of the more 
complex processes in their industries, and their successes in this 
direction have been noteworthy. Finally, since each man stands 
more or less isolated from his fellows, unbound by explicit group 
interests and unrestrained by an active group morality, there is a 
very large amount of plain thieving and deliberate though unsys- 
tematic and unconcerted sabotage. Men earning wages around 
$2,000 per year have no scruples against taking away from the 
shop tools, parts, supplies, even tires, by any means by which they 
think they can escape detection. This is not confined to occasional 
miscreants. It is a common practice. 

There were many other conditions which came under my obser- 
vation, to which it seemed to me a connection could be traced from 
the practice of individual bargaining, but it would unduly lengthen 
this article to describe more of them here. It is not suggested, of 
course, that these sundry features of the situation in Detroit are 
unique. In respect to any of the above-mentioned features no 
doubt similar conditions in other places could be cited. But so far 
as the writer’s observations go it is believed that the concurrence of 
so many such features of similar import and the extent to which 
severally they obtain could scarcely be duplicated in another first- 
class American industrial center, with the possible exception of 
Pittsburgh. 

Before attempting an analysis of the development of this state of 
affairs mention may be made of the qualifications to our general 
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description of the situation as unorganized. There does exist an 
organization known as the United Automobile, Aircraft, and Vehicle 
Workers of America. It is an international union with locals 
scattered all over the country but principally through the North 
Central states. It was originally affiliated with the American Fed- 
eration of Labor, but its program of aggressive industrial unionism 
brought it into conflict’ with the dominant policies in the Federation. 
For the last two and one-half years it has been an independent body. 
Its growth in Detroit has been steady but not striking, considering 
the field. In 1916 the membership totaled 4,600, while it had 
passed 18,000 by July 31 of this year. It is significant that the 
most rapid accretion of new members came in the months immedi- 
ately following the close of the war, when for a time the rate of 
1,000 per month was maintained. 

While this organization is a successful “going concern” with 
good prospects, officered by men of imagination and zeal, it cannot 
be said to play as yet a significant réle in the governance of employ- 
ment relations in Detroit. If its total membership, scattered 
through a dozen or more shop units,” were all concentrated in one 
of the larger plants, e.g., Ford’s, it would still be too weak to exercise 
much power over the decisions of the single manufacturer. The 
pay-roll of the Ford Company alone is approximately four times as 
long as the membership roll of this union. It is not strange, there- 
fore, that it is a negligible factor at present in the determination 
of the conditions and status of labor in Detroit. 

Beyond this independent industrial union, labor organizations 
affiliated with the American Federation of Labor are found in certain 
departments, particularly the paint department and the foundry, of 
several shops. These craft unions do not aim at an extensive mem- 
bership, but within their special department they seek and in many 


* The trouble arose, as usual in such cases, over a jurisdictional dispute; but the 
nominal ground upon which the break with the A.F. of L. came was the refusal of the 
organization to drop the term “Automobile Workers” from its title. (See Proceedings 
37th Annual Convention of A. F. of L., p. 130.) Its original title was “International 
Union of Carriage and Wagon Workers of North America.” 

__* The U.A.A. & V.W.A. has shop units in plants of the following concerns: 
Fisher Body, Packard, Studebaker, Paige, American Auto Trimming & Painting 
Company, Hudson and Hupmobile. A miscellaneous shop unit includes employees 


from Chalmers, Wilson Body, Dodge Brothers, Ford, Briggs, Cadillac, Liberty, 
Scripps-Booth, e al. 
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plants have obtained a full union complement. The number of 
such skilled mechanics or artisans compared to the entire force in 
any given shop is so small, however, and the objects of the unions 
are so narrowly defined that the influence they exercise upon the 
whole employment situation is insignificant." 

There are three factors of sufficient importance to justify refer- 
ence to them in any accounting for the existence of this unorganized 
condition of labor. These are: character of the principal industry, 
nature of work in the shops, and attitude of employers. Doubtless 
other forces have co-operated in bringing about the result, but it 
will be sufficient for our purposes to review these major causes. 
The automotive industry is comparatively speaking a new indus- 
try. Its rapid expansion during the past fifteen years has given 
exceptional scope for advancement to energetic and capable 
employees. Young men and youths in particular have been 
attracted to the industry, therefore, and under the stimulus of high 
wages and quick promotion their thought-processes have habitually 
run in terms of capitalistic achievement. The ideas of group 
solidarity and labor class loyalty have been alien to their minds. 
The youthfulness of those drawn into this industry most typical of 
the new century, the spirit of ambition and rivalry which ever 
animates youth, the lack of experience which makes men timid 
in group action and fearful of changing anything that has the 
sanction of long practice, the absence of any binding or cohesive 
traditions, which are the fruit of common struggles in a long past— 
all these things help to explain the failure of trade unionism to 
make headway in Detroit, the automobile city. 

Moreover, the automotive industry is not only a new industry, 
it is and has been an unstable industry. To be sure it has grown 
rapidly, but it has also grown spasmodically. The history of the 
trade is a history of great “rushes” and chronic “lulls.” It has been 


* For instance, in a conference with the industrial manager of a prominent com- 
pany, a man singularly well informed about everything within his jurisdiction or 
relating to it, I was told that the shops of his company were “absolutely open shops, 
meaning open only to non-union workmen.” Yet at that very time I was aware, 
as the official must also have been, that in one small department employing some 
thirty-two skilled artisans every workman was a union man, and though the form of 
collective bargaining was not followed the substance was there. 
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acutely subject to fluctuations not only in response to changes in 
the activity of general trade but also in response to the more ephem- 
eral changes in business psychology. This may be traceable to 
the element of luxury in the product, coupled with the magnitude 
of the outlay required for its acquisition. Expenditures from the 
ordinary family budget upon such an expensive article of luxury or 
semi-luxury are made only after cautious figuring in which the out- 
look for the future is bound to play a prominent part. This means 
that the decision to purchase often hinges upon the unstable com- 
plexion of current talk about what may happen tomorrow, instead 
of upon concrete facts like the amount of the bank deposit and the 
present scale of income. Under these circumstances the demand is 
bound to be variable. Perhaps, however, we exaggerate the ele- 
ment of luxury in the present-day use of automobiles. It is quite 
as likely, in the writer’s opinion, that the unstable character of the 
industry is properly attributable to the novelty, attended with the 
huge practical possibilities, of the product. In this case the insta- 
bility of the industry may be counted upon steadily to diminish, 
other things being equal. 

At any rate the fluctuating character of the trade has made the 
laboring element dependent upon it equally shifting. The con- 
stant influx and removal of laboring men to and from Detroit 
cannot but be remarked by the observer familiar with the settled 
working-class of New England. And there are indications that the 
industry is becoming more rather than less dependent upon a casual 
labor supply. ‘There was scarcely an employment manager inter- 
viewed who did not complain of the difficulty, always increasing, 
of holding men to their jobs. One large company that for eight 
years has given special attention to reducing the costs of labor 
turnover has found its rate of turnover steadily increasing since 
1916. This has occurred in spite of extraordinary efforts to reduce 
the rate by many sorts of uplift schemes. To some extent undoubt- 
edly this tendency is attributable to the general disruption of indus- 
try during the war. The military draft bore heavily upon the ranks 
of automobile workmen, a large proportion of whom were 
unmarried. The conversion of many automobile shops to muni- 
tion factories and the manufacture of various kinds of army 
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equipment, and then their re-conversion back to automobile 
production were inevitably attended with a considerable change 
of personnel. But with due allowance for these factors, it must 
still be recognized that there is an abnormal amount of shifting 
among automobile workers. The rate of turnover mentioned, it 
should be noticed, began to increase over a year before the advent 
of war conditions, and the tendency has persisted through almost 
two years since the war ended. 

It may be pointed out, however, that the past five years have 
been a period of almost constant rise in the price level, which 
makes for instability’ in the labor force through the indifference of 
the workmen to discharge and the attractive inducements being 
advertised in “the next place.’ Accordingly it might be con- 
cluded that the rising rate of labor turnover in the automotive 
industry during the period in question was not only an ordinary 
but a transitory tendency. While reliable statistics for a com- 
parison of the rate of turnover in this industry with other industries 
for the whole period are not available, the writer, upon the basis 
of his observations, entertains no doubt but that the increase in 
the rate here was greater than elsewhere. Conversely, it may be 
readily granted that in a period of falling prices the rate of labor 
turnover would almost certainly not keep on increasing and might 
be expected to decline in the automotive industry in harmony 
with a like development in industry generally, though not neces- 
sarily to the same extent or to the same level. In summary, it is 
not surprising that labor organization has not proceeded far in this 
fluctuating mass of laborers. 

The second important factor in accounting for the unorganized 
state of labor is the nature of the work in automobile shops. The 
extent to which has been carried the indirect method of production, 
the perfection of the ‘machine process,” in the automobile indus- 
try, is a matter of common knowledge and universal wonder. It is 
the mechanical industry par excellence. Nothing is made by hand, 
measured by the eye, or fitted by “trial and error.” But though 
the work is mechanical it is not specialized. ‘There are mechanical 
jobs, but no jobs for mechanics. Broadly speaking any man can 


* See Slichter: Turnover of Factory Labor, pp. 29-37. 


fa 
{i 
| 


THE LABOR SITUATION IN DETROIT 847 


run any machine, after a short period of instruction, which by no 
means approaches an apprenticeship. In short, as the machinery 
has become more specialized, the need for special skill in the oper- 
ator, ie., the need for craftsmanship, has disappeared. The 
accuracy of the operation depends upon the machine; the man is 
a mere tender. He starts and stops the operation. He does not 
control it. 

The consequence of the rigid application of the principle of 
standardization in production has been the standardization of 
labor. Along with interchangeability of parts goes interchange- 
ability of producers. Under these circumstances the development 
of craft unionism is out of the question. Automobile workers have 
no “trade.” They belong to the proletariat of the labor world, 
always recognized as hard to organize, and too numerous to be the 
object of special concern’ of the “‘business unions” making up the 


t There have been rare exceptions to this rule, the most recent of which was the 
attempt to organize the steel-workers, which culminated in the steel strike of 1919. 
The Report of the Special Commission of the Interchurch World Movement which 
investigated this strike contains the following paragraphs (pp. 180-82) which are of 
interest on this point: “Three attitudes were distinguishable, at the end of the 
strike, concerning labor unity. One was that of Mr. Fitzpatrick and Mr. Foster, 
that the strike had wonderful support from unions all over the country: Mr. Gompers 
and the A.F. of L. did everything that could have been expected in view of all the 
other strikes and troubles at the same period; the steel workers appreciate how the 
unions stood by them.” A second view was that expressed by an international presi- 
dent not involved in the strike: “The A.F. of L. doesn’t control strikes and the 
International Unions are primarily business organizations for carrying on constructive 
negotiations for workers. Why should they bankrupt themselves for immigrants who 
originally took the steel jobs away from Americans and who wouldn’t go on strike for 
Americans in the next trouble?” 

A third view was put by a local strike leader, an experienced American unionist, 
without bitterness, as follows: “The A.F. of L. was not ‘massed behind the strike.’ 
The A.F. of L. didn’t even hold a mass-meeting ‘that I know of. When the hunkies 
tell me they were let down, I know it. The unions say they’re ‘always on the firing 
line’ for labor and one reason they’re always there is because they’ve never learned 
to fire together. If the railway men in the steel plant yards had struck, this strike 
would have been won. In October the railway men’s locals near Pittsburgh voted 
to strike but they got no assurance of support from their Brotherhoods. . . . . 

-““At Wheeling, after the gun riot there, some hunkie strikers went to their 
A.F. of L. organizer for a lawyer to get their fellows out of jail. He told them he 
wouldn’t use union funds for that; iet them hire their own lawyer. Foster, I believe, 
made him move. At Gary, Central Union officials, jealous of the Steel Council, made 
speeches advising the men to go back. At Sparrows Point a big Amalgamated official 
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American Federation of Labor. The foregoing is to be taken only 
as tenable generalization. It is subject to a few exceptions, the 
broadest of which is for the skilled mechanics known as tool- 
makers. Manifestly the number of tool-makers in proportion to 
the tool-users: machine tenders, machine setters, inspectors, 
handy men, ef al., is bound to be everywhere small. 

The least important of the three factors mentioned is the 
attitude of the employers. Detroit was generally regarded as far 
from a union town even before the growth of the automotive 
industry. As early as 1902 the leading manufacturers of Detroit 
banded together in a militant organization known as the Employers’ 
Association. The primary object of this association was the exter- 
mination, root and branch, of trade unionism in the factories 
represented, and they have waged a continuous and aggressive 
campaign in that direction during the past eighteen years. The 
plan appeared so successful that it made a strong appeal to other 
employers outside of the manufacturing industries, and in Janu- 
ary, 1920, the Associated Industries of Detroit was organized upon 
principles very similar to those of the older association. Thus by 


did the same thing. I’ve heard Electrical International officers say their people 
didn’t want steel organized, because electrical workers, during slack times in union 
shops, like to be free to get steel jobs, which they couldn’t if steel was organized. 

‘All these old habits of our unions played hob with the strike. There’s no use 
denying it—the Steel Corporation knows these things and counts on them. And all 
the remedies for them, like having all contracts date from the same day, get tied up 
with radical proposals, like May Day. During the strike, Cleveland foreigner locals 
tried to get together in one separate steel industrial union. They got jumped on by 
the Internationals there. After the strike half a dozen towns’ Steel Councils met in 
Gary to start an independent Steel Industrial Union. They'll get nowhere. If they 
take I.W.W. leadership, or W.L.I.U., they'll be outlawed. If they go it alone, 
secessionist, they’ll be fought tooth and nail by the A.F. of L., with more success than 
the A.F. of L. fought the Amalgamated Clothing Workers. 

“And all the while the twenty-four Internationals won’t install the universal 
transfer card or the low re-installment fee or remit dues or do any of the things they’ve 
got to do to keep these new steel locals alive. They'll let ’em slide because there'd be no 
money in it. ° 

‘These selfish narrow habits wreck the movement. But we’ve got to take things 
as they are. Still there’s no use being just optimistic like Foster. We'd better 
admit it since the steel companies just bank on our making the same mistakes.” 

The above is cited as a temperate statement of what many strikers and strike 
leaders expressed savagely. The italics are the present writer’s. 
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concerted action among the different concerns and also, as the 
writer was more than once assured by responsible officials, among 
all the agencies of administration within the several plants the 
employers are vigilant in ridding their “labor supply” of organi- 
zers, agitators, or Bolsheviks as they are indiscriminately styled. 
It is true that in official declarations of principles there is no men- 
tion of opposition to unionism as such. One of the stated principles 
of the Employers’ Association is that “no discrimination shall 
be made against any man because of his membership in any society 
or organization.” As mentioned above, however, it is the general 
understanding among employment officials that the open shop 
really means the closed non-union shop, in so far as that policy is 
practicable. 

Notwithstanding the unsupported “independence” of the com- 
mon employee in dealing with the management, it must be recorded 
that he has been receiving higher wages on the average than have 
been paid in other leading industries of the country. There are 
several reasons for this. In an industry which has as the years run 
encountered a popular demand normally in excess of its capacity, 
notwithstanding the steady construction of new plants, the pro- 
ductiveness of labor is bound to be high. Whatever may be the 
shortcomings of the specific productivity theory of distribution, 
it cannot be gainsaid that in a vigorously competitive industry a 
relatively high pecuniary value of product in proportion to pecuni- 
ary costs induces a bidding up of general wages to a scale that is 
relatively high. Moreover, in a young and expanding industry it 
is necessary to offer wages above the average for like kinds of work 
in order to attract a sufficient supply of labor from the old and 
established industries. Much unfavorable comment from the 
outside upon the payment of high wages in Detroit has provoked 
sundry explanations and defenses, but nowhere is it denied that 
unprecedented wages have been paid. A few facts may be enlight- 
ening. It is probably safe to say that no able-bodied workman in 
the motor industry, working full time, receives less than $30.00 
per week or $5.00 per day. I have seen the pay-rolls of several 
plants and I think it is a safe generalization to state that the average 
wage for all classes of so-called “productive labor” during the first 
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six months of 1920 was above $50.00 per week. It was not at all 
exceptional to find men earning from $60.00 to $75.00 per week 
upon a piece-work basis. From these facts it should be evident 
that there is no ground for charging that labor in the automotive 
industry is underpaid. It isnot. And that constitutes one of the 
chief elements, it would seem, in the explanation of the existing 
status of labor in Detroit, as already described. 

The relatively high wages also help to explain the absence of 
any general and deep-seated discontent. There exists in fact 
surprisingly little ardent sentiment for revolutionary action. Only 
in scattered individuals does dissatisfaction with the present 
industrial order rise to the level of a demand for a radical change 
in the existing social and politicalsystem. Around the stockyards 
and packing-houses of Chicago, St. Louis, and Kansas City, 
or about the lumber camps and mills of Washington, or in the 
bituminous coal mines of Indiana, one hears denunciations and 
diagnoses of the ills of existing social and political institutions that 
would shock the ordinary employee in Detroit almost as much 
as his employer. 

While there is no appreciable element having grave thoughts 
of progress by a revolutionary overturn, dissatisfaction is well-nigh 
universal. The men have been attracted to the industry and held 
there by high pay, and their hearts are not in their work. Scores 
of incidents could be marshaled to the support of this assertion 
were they required, but one will suffice. It was about fifteen 
minutes before closing time and everyone was slackening his pace, 
putting away tools, or even removing his apron in preparation 
for an instantaneous getaway at the first stroke of the gong. 
“‘Trish,”’ a native Russian, was inspecting a “‘lot’’ of air valves for 
carburetors. The “lot” was so nearly finished that he could easily 
have had it out of the way by five o’clock if he had continued to 
work even at his usual pace up to the time the gong sounded. 


‘In this connection it may be pointed out that if the explanation given above of 
the relatively high wages be accepted it seems clear that the margin above wages 
of the similar grades of labor in other industries is bound to disappear with the passage 
of time. Thus this dike against serious labor unrest should not, it would seem, be 
relied upon as a permanent protection. 
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Instead he was fumbling over one piece so as not to draw the atten- 
tion of the foreman to his idleness. Having worked beside him for 
several days I felt free to ask in an easy manner: ‘‘ Why not finish 
up the job tonight?” finish it? It dono good. You never 
get all those boxes cleared off the floor. As soon you finish one box, 
they bring ‘nother down. Don’t hurry. You never get done 
anyway.” 

Except for a very few “old-timers” there is absolutely no 
loyalty to the establishment or organization in which these men 
daily labor for their living. They are continually on the alert for 
“better pay,” and a difference of five cents per hour in favor of a 
new job will lead them to ‘‘throw up” an old job without delay. 
In fact it is not at all uncommon for employees to use a “sickness 
holiday”’ for tramping about in search of a job which for the same 
work offers the prospect of a slightly fatter pay envelope. Or it 
may be the opportunity for more overtime in the next few weeks, or 
less bossing, or a longer or shorter noon-hour, or less standing on 
the feet, or cleaner work, or any one of a dozen other slight, personal 
reasons that prompts these truly “‘independent” laborers to trans- 
fer their names to other pay-rolls so frequently. Constancy in 
employment relations is no longer a virtue—at least not a common 
one. The union leaders are, of course, opposed to this method 
of improving wages and working conditions. It makes more diffi- 
cult the work of organization as well as showing a want of confidence 
in the efficacy of their method. They charge the employers with 
deliberately fomenting this augmentation of the class of quasi- 
casual labor for the purpose of keeping down wages. A part of the 
same plan they declare is the advertising in other cities for men 
who cannot find jobs in Detroit without displacing other employees. 
Even during the acute labor shortage of the spring of 1920, so it 
was said, there were 10,000 men in Detroit kept milling around from 
pillar to post, their intermittent labor being barely sufficient to 
maintain them. This figure was corroborated by the employment 
manager of one big company, who ascribed the condition, however, 
to the unwillingness of these men to work steadily and faith- 
fully. They were, he said, “the flotsam and jetsam (!) from a 
storm-tossed sea.” 
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If there exist in Detroit the germs out of which may grow a 
betterment of our scheme of industrial relations, a more harmonious 
adjustment of the interests in industry, the writer could not detect 
them. ‘There were projects of endless variety for providing for the 
physical welfare of employees both within the factories and outside 
of them. Safety devices, sanitary conveniences, recreational facili- 
ties, insurance privileges, profit-sharing, and many other things 
good in themselves are to be found as the special favors of different 
companies. But they are without exception paternalistically 
conceived and autocratically administered. They engender no 
enthusiasm, consequently, in the employees. Not a single enter- 
prise in the genuine democratization of industry* did I uncover. 

The generals in command of the automotive industry are not 
planning bold marches for the morrow. Wise commanders are 
prudent commanders, and they aim to “play safe.” Their tactics 
are simple: to hold their ground until dislodged by the attack of a 
superior force. It should not be inferred, of course, that the leaders 
in the automotive industry are not men of respectability and virtue. 
They are, indeed, of the nobility of our era. They are generous. 
Their generosity extends even to charity. They are men of faith. 
Their steadfast devotion to the motive which dominates and after 
a fashion regulates our economy, profit-making, is not to be ques- 
tioned. More than all this, however, they are idealists. Their 
idealism is a dream of the golden age of long ago. Who will say 
that, under these auspicious circumstances, noblesse oblige in the 
twentieth century may not prove to have a potency which the 
eighteenth century did not discover in its favorite formula! 


Myron W. WATKINS 
UNIVERSITY OF MISSOURI 


? Such, for example, as has been developing in the garment-making industry. 
Cf. U.S. Bureau of Labor Statistics Bulletin 198; also Monthly Labor Review, August, 
1920, article by Mr. O. F. Carpenter. Other examples are: the plan now in operation 
in the plants of the Dennison Manufacturing Company; the new scheme recently 
introduced in the factories of Proctor & Gamble. There were, it is true, some officials 
who expressed a sympathetic interest in such experiments. But the general attitude 
was one of skepticism. They were regarded as utopian and impracticable, and it was 
generally considered that the best thing to do was to “let the other fellow” work 
them out. 
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International Commerce and Reconstruction. By E.isHa M. FRIED- 
MAN. E. P. Dutton & Co., 1920, with a foreword by Joseph 
French Johnson. xxii-+344+appendix, etc., 79. $5.00. 

This book gives a useful account of the changes in the methods of 
trade and in national commercial policies which were made by all the 
important belligerent and neutral countries to meet the real or supposed 
needs of the wartime situation. The measures taken by governments and 
by financial and commercial interests: to support the military warfare 
by an economic offensive; to secure an adequate supply of raw materials 
in the face of increased demand, submarine warfare, and the shortage of 
shipping; to prevent financial or other resources from reaching the 
enemy powers; all of these and many other phases of wartime economics 
are clearly and contisely described, apparently after a careful survey of 
the official and private literature in English, French, and German 
bearing on these matters. The book easily contains as much important 
information as almost any other half-dozen books together, covering 
the whole or part of the same field. There are no conspicuous lacunae, 
and the matter is well presented, is supported by adequate statistical 
data, and is largely free from unnecessary verbiage or conspicuous 
national bias. Asa factual account of wartime developments in national 
economic policies, this work is highly satisfactory. 

The author also attempts an estimate of the permanency of the 
wartime changes in trade routes, in commercial policies, and in inter- 
national economics in general. This part of the book is not of so high 
an order of merit. The author is unduly pessimistic about the con- 
tinuance of governmental control of the movements of commodities 
and capital, and of the persistence in governmental policies of the 
exaggerated selfishness and narrow nationalism, which developed out 
of the war situation, but are already in large part gone or rapidly dis- 
appearing. There will not develop in the near future, as far as present 
indications show, a situation where all will be friendship and generosity 
in the economic relationships of nations one with the other. The lamb 
should still beware of lying down with the lion. But there is strong 
reason to expect, or at least to hope, that after the wartime hatreds 
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have more fully subsided, the code of international dealings will have 
reascended to at least the pre-war level of fairness and reciprocity. 
That the author under review would regard this as an unduly optimistic 
prognostication is evidenced, for example, by the importance he attaches 
to the Resolutions passed by the Economic Conference of the Allies 
held at Paris in June, 1916. These Resolutions, which embodied a 
program of narrow nationalism, of economic alliances directed against 
non-included nations, and which graded the countries of the world in 
the order of generosity in which they should be dealt with by the Allies, 
were a dead-letter as soon as they were submitted to the cold blast of a 
hostile public opinion. It is now well known that it was only upon the 
determined insistence of France that the remaining Allies subscribed to 
these Resolutions, and that they were intended to strengthen the at-that- 
time unsuccessful military offensive against Germany by intensifying the 
economic offensive and by threatening the maintenance of this economic 
offensive even after peace should be obtained. In England opinion 
was very much divided as to the wisdom of the Resolutions, and in the 
United States it was altogether hostile. When the United States entered 
the war, it was made clear to the Allies that the United States would 
neither pledge itself to enter a post-war economic alliance directed 
against the Central Powers, nor would it meekly submit to the penalties 
prescribed against countries not within the Alliance. When the Treaty 
of Peace was finally signed, there were only the slightest traces therein 
of a policy such as that outlined by the Paris Resolutions. There is 
little ground today for the belief that these Resolutions offer the key to 
the trend of development of national economic policies in the near future. 

Where the author attempts economic analysis of the facts he presents, 
he attains only a mediocre degree of success. A number of rather 
superficial and even fallacious conclusions result from his attempts at 
such analysis. But as the merit of the book lies in its collection, presen- 
tation, and organization of factual material not otherwise readily 
available, these may as well be passed without detailed notice. The 
author has shown his capacity in this and previous publications as a 
collector and organizer of material. It is in this field that he can be 
of most service. 

In an Appendix are printed the full texts of the Paris Resolutions, 
the Final Report of the British Committee on Commercial and Industrial 
Policy after the War, the Covenant of the League of Nations, and the 
Economic and Related Clauses of the Peace Treaty. Since all of these 
are readily procurable in the form of official documents either free or for 


— 


| 
| 
| 
q 
H 
{ 


BOOK REVIEWS AND NOTICES 855 


a nominal charge, and are available in every library, it might have been 
well to have omitted them, and to have made a ?freduction in the 
price of the book corresponding to the cost of printing the 64 pages of 
unnecessary text. 

The book is provided with a satisfactory index, and contains a 
valuable bibliography of fifteen pages, dealing chiefly with American, 
British, French, and German literature on commercial policy in war 


and peace. 
JacoB VINER 
UNIVERSITY OF CHICAGO 


What the Workers Want. By ArtHurR GLEASON. New York: 
Harcourt, Brace & Howe, 1920. Pp. 505. $4.00. 


Arthur Gleason is of all American students the one best informed 
on the recent events and current tendencies of the British Labor Move- 
ment. Therefore, though he is not a certified economist, and though 
he writes in the pleasantest and most informal style of the journalist, 
American economists cannot afford to neglect his work. 

What the Workers Want is more definitely to the economist’s purpose 
than the earlier British Labor and the War. The bulk of the newer book 
is given to industrial problems and to the industrial side of the labor 
movement. 1919 was a trade union year in England. Parliament, as 
Mr. Gleason points out (pp. 76, 141), was mainly a spectator. The 
process of government, at least the dramatic visible process, was largely 
a series of moves and counter-moves by the Prime Minister on the one 
hand and the leaders of the great trade unions on the other. And in 
the labor movement itself, “it was in the main the trade unionists 
who were heading the swing to the left and not the political socialists” 
(p. 83). Mr. Gleason gives a vivid narrative of such scenes in this 
drama as the National Industrial Conference, “one of Mr. George’s 
flashing improvisations” (p. 73) at which the Prime Minister “appeared 
with all the irrelevance of a beautiful woman on a battlefield” (p. 26); 
the sober debates on “Direct Action” at the Labor Party and Trades 
Union Congresses; and the Railway Strike in which “the State laid 
aside its sovereignty and sacred impersonality and became, very simply, 
two men, Sir Eric Geddes, representing the employing class, and Mr. 
Lloyd George representing the middle class” (p. 140). Best of all is 
the account of that great public clinic in economics, the Coal Com- 
mission (at which Mr. Gleason was the most persistent spectator). 
“Fronting each other in an informal but dramatic way are the two 
systems of financial control (private enterprise and nationalization) 
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and the two theories of management (autocratic and democratic)... . . 
No such latitude of questioning has ever before been permitted in an 
official industrial investigation. Here you had a miner cross-examining 
a millionaire employer. . . . and an owner asking a miner, ‘What do you 
really want?’.... Frank Hodges, the miner, said to Harold Cox, 
the individualist, ‘Your philosophy wouldn’t count much against the 
determination of a million men.’. . . . Sir Leo Chiozza Money asked 
the noble Duke (of Northumberland): ‘What particular service, as 
coal owner, do you perform?’ ‘As owner, no service’” (pp. 33-51). 
An economic clinic, but hardly an orthodox one. ... . And the skill 
with which it is reported makes one wish that Mr. Gleason were still 
in England to untangle for Americans the series of crises'in the industry 
which have followed the shelving of the Commission’s report. 

The account of the Coal Commission, with its shrewd and playful 
pictures of the chief actors, is an illustration of what is, to the general 
reader, both the book’s greatest charm and its greatest danger—its 
emphasis on the personalities of the labor movement. The danger is 
that of a heroistic reading of current tendencies. No doubt “it is of 
high political importance that we in America learn to know these men 
of labor” (p. 109), and Mr. Gleason’s appreciations of them are first hand 
and excellent, especially the study of Robert Smillie and the recognition 
of the importance of the rise to power of the young workman-economist, 
Frank Hodges. The reviewer, at least, has no quarrel with Mr. Gleason’s 
taste in heroes. Nor is it necessary to be shocked when he compares 
Mr. Clynes of the unskilled laborers to Elihu Root; Oxford has made 
Clynes a D.C.L. And the sketches of Havelock Wilson and the Duke 
of Northumberland, for example, are done with as much good temper 
and novelist’s skill as those of the radicals whom Mr. Gleason obviously 
prefers. But this sympathetic handling of personality may, by its 
very skill, encourage a superstition already widely current among the 
less intelligent of Mr. Gleason’s fellow-radicals-—the belief that the main 
difference between the British and American labor movements is a 
miraculous outcropping in the one case of inspired leaders. Mr. Gleason, 
of course, does not share the superstition; he is too good a student of 
the rank-and-file movements and of “economic power” (p. 80), and is 
careful not to overstate the applicability of English experience to Ameri- 
can problems (p. 4); but a hasty reader may miss the caution and 
remember only the people. 

For this possible danger the book furnishes the careful student its 
own antidote. The Appendix, which is just half the book, is a collection 
of documents admirably chosen to illustrate the differences between the 
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industrial situation in the two countries—of which the differences in 
labor leaders are a convenient journalistic symbol. The Federation of 
British Industries, which corresponds quite exactly to the National 
Industrial Conference Board, is quoted (p. 294) as “recognizing that 
the theories of the Syndicalists and the Guild Socialists have arisen from 
a genuine grievance, which demands and should receive some remedy.” 
British employers and workers, through their chosen representatives 
in the National Industrial Conference, are quoted as agreeing unani- 
mously on the minimum wage, the forty-eight-hour week, and the 
“full and frank acceptance of employers’ organizations on the one hand 
and trade unions on the other, as the recognized organizations to speak 
and act in behalf of their members.” The Sankey and Foster Reports, 
which have been more talked about than read, are printed in full. 
The Appendix is, in fact, an invaluable source book for any serious 
student of contemporary English affairs. And if the whole book did 
nothing else but tempt American students of economics, by its account 
of the Coal Commission and its extracts from the evidence, to turn for 
themselves to the great mine of material on economic theory and indus- 
trial practice contained in the two blue books of testimony (cmd. 359 
and 360), it would have been well worth doing. 

But Mr. Gleason is not merely a popularizer. Others have quoted 
and enlarged upon judgment of Sir Richard Redmayne, the govern- 
ment’s chief technical expert, “that the present system of individual 
ownership of collieries is extravagant and wasteful.” (p. 44). But he 
is, I think, the first to seize upon the importance of the bearings of the 
Coal Commission evidence on that cleavage in interest between 
capitalists and technicians on which Veblen and Tawney, in their very 
different manners, have based much of their economic theory. “The 
royalty owners and coal owners pleaded that rich rewards should go to 
directive capacity. Then the records were dug up and it was found that 
a large percentage of colliery managers received £400 a year” (p. 15; 
see also footnote p. 152). “An owner testified that profits were needed 
in order to reward good management. ‘I know nothing of these things,’ 
said Tawney; ‘I supposed that profits were paid to the capital invested. 
Tell me, do profits go to the manager?’ ” (p. 36). Equally important is 
Mr. Gleason’s recognition of the new element which Lord Haldane’s 
testimony injected into the lifeless discussions of public ownership. 
The section in the Appendix on “The New Type of Civil Servant” is 
the one best selected to bear upon a single problem. 

The book nowhere gets put together, and Mr. Gleason’s quindiiee 
tions are likely to come as shrewd asides—like the picture of the “‘ private 
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enterprise’ type of young man”’ emigrating to “some one of the business 
republics”—or in such chapter headings as “Gentle Revolution.” He 
is good at titles, but the one most suggestive of all is perhaps that of the 
book itself. Its suggestiveness to economists consists less in what Mr. 
Gleason has actually done with the subject of What the Workers Want 
(though the statements he has secured from the leaders of the Miners 
and Shop Stewards and the more guarded of his own comments are of 
great help in interpreting the new demands of labor) than in the job 
it sets for economic theorists. For some of the things workers seem to 
want-—and which economic theory must consider if it is to be relevant 
to modern economic problems—hardly fit the familiar categories of a 
science which has been mainly concerned with what consumers want of 
workers (and other factors in production). The title suggests that the 
conventional problem of “labor from the point of view of production” 
cannot nowadays be considered apart from the problem of production 
from the point of view of labor—that is, the quality of that part of people’s 
lives which is spent at work. What the Workers Want suggests a 


producer’s protest against a consumer’s science. 
CarTER L. GoopRICcH 
UNIVERSITY OF CHICAGO 


Principles of Labor Legislation. (4th edition.) By Commons 
AND ANDREWS. Harper and Bros., 1920 Pp. 536. $2.75. 

This standard work, first published in 1916, has been revised to include 
the developments since that date. The intervening years have witnessed an 
extension and improvement of workmen’s compensation and minimum wage 
legislation, federal restrictions upon child labor, the strengthening of the case 
for health and old-age insurance, and a distinct improvement in the admin- 
istration of labor laws by the states. All these topics and many others are 
admirably treated by the authors and the book continues to hold unquestioned 
superiority in its field. 


Labor in Politics or Class versus Country. By CHARLES NORMAN 
Fay. Published by the author, 1920, Cambridge, Mass. 


This is an attack upon the aims and methods of organized labor by an 
ex-official of the National Association of Manufacturers. Mr. Fay opposes 
the formation of national unions and urges that the unit of collective bargaining 
should be the individual plant and should be confined to an employer and his 
own employees. This book is excellent in giving the point of view of an able 
opponent of labor unionism and deserves study by all who wish to understand 
the psychology and arguments of this class. 
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Are you reading 


the series of live discussions of business, 
labor, financial management, etc., now 
running in the Journal of Political Economy? 


IN THE JANUARY ISSUE: 


“THE WORK OF THE FEDERAL RESERVE 
BOARD,” by Harold L. Reed. 


“THE ONTARIO POWER COMMISSION: 
ITS ORIGIN AND DEVELOPMENT,” by 
E. B. Biggar. 


“THE SHOP COMMITTEE: SUBSTITUTE 
FOR OR SUPPLEMENT TO THE TRADE 
UNION?” by Paul H. Douglas. 

COMING SOON: 

“Interbank Borrowing under the National 
Banking System.” 
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THE 


FINANCIAL ORGANIZATION 
OF SOCIETY 


By HAROLD G. MOULTON 


Associate Professor of Political Economy 
in the University of Chicago 


@ In the teaching of financial subjects in American universities and colleges 
up to the present time, separate courses in money, banking (or money and 
banking), investments, corporation finance, the stock exchange, etc., have 
been organized, but the course in banking has usually been somewhat narrowly 
conceived to cover commercial banking only. Nowhere in the curriculum has 
there been a course designed to give the student a general view of the inter- 
relations that obtain among the various types of financial institutions, or to 
give him an appreciation of the fact that there is a general economic system, 
which under a capitalistic régime, is organized on the basis of, and controlled 
in nearly all of its aspects by, the financial system. 


@ Mr. Moulton’s volume is the outgrowth of an attempt begun several years 
ago to effect a reorganization of material in the financial field that would 
afford the student an understanding of the economic services performed, not 
by the commercial bank only, but by all the numerous forms of institutions 
and agencies which together make up the financial system. 


@ The book is designed to serve as the basis of a general survey or intro- 
ductory course in finance. It is especially adapted to the requirements of 
schools and colleges where training in finance is recognized to be of primary 
importance. Modern business has its setting in the midst of a financial 
system upon which it is at all times dependent in manifold ways. The 
successful business man needs to know not merely the relation of his business 
to the commercial banking system; he must also know its relation to all of the 
institutions which make up the financial structure of society. 


@ To be published January 3, 1921. Order early for the second semester or 
Winter Quarter, as there is already a large demand for the book. 


Approximately 800 pages, $4.00, single copies post paid, $4.20 
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Goode’s Base Maps and Graphs 


Aseries of outline maps for all classes of work in applied sciences and the various fields 
ofresearch. Prepared by J. Paul Goode, Professor of Geography, University of Chicago. 

These maps are adapted for use in every grade from the university to the common 
school: in geography, including commercial or economic geography, in physiography, 
geology, botany, zodlogy, anthropology and ethnology, sociology, economics, politics, 
and history. The maps have been prepared by being first drawn on a large scale, to 
insure accuracy of detail, and then greatly reduced in the engraving. In the quality of 
the drawing they are superior to most maps used in books and magazines. 

All maps are perforated for insertion in a standard notebook cover with page 8 X 103 
inches. The larger sizes fold once or twice into this cover. A new classification has 
been arranged, but it should be noted that the maps themselves have not been altered. 
New maps and graphs are shown in blackface type. 


SERIES I SERIES © SERIES II SERIES IV Maps 
I The World: on Mercator’s projection. 
ro1Hc ea 301Hc The World (continents): Homalographic projection. 
6 201HcE._..... The World (continents, Eastern half): Homalo- 
graphic projection. 
201HcW__... The World (continents, Western half): Homalo- 
graphic projection. 
10o1Ho The World (oceans): Homalographic projection. 
101S The World (continents): Sinusoidal projection. 
1o1P The World in Polar Hemispheres: Lambert’s 
azimuthal, equal-area projection. 
201PN ve The World (North polar hemisphere): Lambert’s 
projection. 
201PS ey The World (South polar hemisphere): Lambert’s 
projection. 
201PB saat Same map as 101P showing Isobars for January 
and July. 
2 102 202 en North America: on Lambert’s azimuthal projection. 
3 103 203 en South America: Sanson’s projection. 
4 104 204 304 Europe: conic projection. 
5 105 205 nS Asia: Lambert’s equal-area projection 
6 106 206 as Africa: Sanson’s projection. 
7 107 ee ee Australasia: Mercator’s projection. 
9 109 — 309 United States of America: conic projection. 
re ae 209E aca United States of America (Eastern half): conic 
projection. 
209W no United States of America (Western half): conic 
projection. 
10 110 “ats eee United States of America: state-outlines only: 
conic projection. 
III Canada: conic projection. 
112 Mexico: conic projection. 
14 114 = ics The British Isles: conic projection. 
215 Europe, Northwestern: conic projection. 
16 116 216 ae Europe, Western and Southern: conic projection. 
17 117 France: conic projection. 
18 118 wes mee The Spanish Peninsula: conic projection. 
19 119 Italy: conic projection. 
20 Central Europe: conic projection. 
21 121 The German Empire: conic projection. 
24 124 ee ae The Levant: conic projection. 
Ws 132 232 ae United States of America, by counties with names: 
conic projection. 
133 Chicago and vicinity: conic projection. 
51 North Dakota: conic projection. 
GRAPHS 
80 Climatic Chart (yearly). 
181 Monthly Weather Chart. 
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Books for the Discussion Method 
of Teaching Economics and Business 


Readings in Industrial Society—L. C. MARSHALL. 1,106 pages. 
A descriptive introductory course in economics. Contains both 
readings and questions. 

Materials for the Study of Elementary Econcmics—L. C. MArsnatt, C. W. 
Wricut, and J. A. FIELD. 946 pages. 

Illustrates the workings of economic principles in actual life. 

Outlines of Economics Developed in a Series of Problems—The Department 
of Political Economy at the University of Chicago. 160 pages. 

A question book for use with the Materials or with a textbook. 

Current Economic Problems—W.H. HAMILTON. pages. 

For a course in current economic problems or in general economics. 

Exercises in Current Economics—W. H. HAMILTON. 118 pages. 

Aids in the working out or elucidation of the principles presented in 
the book of readings. 

Agricultural Economics—E. G. NourSE. 922 pages. 

An effective combination of text and collateral book of readings. 


Outlines of Agricultural Economics—E. G. Nourse. 106 pages. 
Stimulates and directs private study and classroom discussion. 


Principles of Money and Banking—H. G. Mouton. 826 pages. 
Affords a thorough understanding of the present system and its de- 
velopment. 
Principles of Banking—H. G. MouLton. 530 pages. 
The second part of the foregoing volume bound separately. 
Exercises and Questions for use with Principles of Money and Banking 
—H. G. Mouton. 108 pages. 
Furnishes an abundance of interpretive questions and concrete problems. 
The Financial Organization of Society—H. G. Moutton. 


Principles of Accounting—A. C. E. HopceE and J. O. McKinsey. 


IN PREPARATION 
Business Communication: Readings, Specimens, and Exercises. N. W. 
BARNES. 
Readings in Business Administration—L. C. MARSHALL. 
Readings in Bank Management—H. G. Movutron. 
Statistics—J. A. Freip. 
Readings in Risks and Risk Bearing—C. O. Harpy. 
A Case Book of Business Law—H. E. OLrpuHant and W. H. SPENCER. 


Requests for further information on any or all of the foregoing should be made at 
once. They will be filed and literature and further information sent as available. 
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Just Published 


Principles of Accounting 


BY 


ALBERT C. HODGE and JAMES O. McKINSEY 


The School of Commerce and Administration 
The University of Chicago 


This book fills the special need of a beginning text in 

accounting to prepare the student for business. The discussion 
of principles of accounting is primarily in terms of the function 
of accounting as an administrative aid to the business manager. 
Consideration is first given to the forms of reports which will 
be useful to the business manager in the solution of his various 
problems. ‘This leads to a consideration of the classification 
vhich must be maintained in the accounts in order to make 
such reports possible, and of the various forms of records 
necessary for the gathering of the data required. A study of 
this text, therefore, will aid the student to a clear conception 
of the functions of the accountant in their relation to the 
problems faced by the business manager of the day. Collegiate 
schools of business and other schools offering similar work will 
find the text particularly valuable. 


Each of the principles developed is adequately illustrated 
by exercises for laboratory use, the proper method in the 
solution of these exercises being explained and illustrated in 
the text. Questions at the end of each chapter serve as a 
basis for class discussion. They should be of great assistance 
to the teacher as well as to the student in his study of the text. 


4o4 pages, 8vo, $3.00, postpaid $3.15 
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FINE INKS ADHESIVES 
For those who KNOW 


Drawing inks 

Eternal Writing ink 
Engrossing Ink 
Taurine Mucilage 
Photo Mounter Paste 
Drawing Board Paste 
Liquid Paste 

Office Paste 
Vegetable Glue, Etc. 


Are the Finest and Best Inks and Adhesives 


Emancipate yourself from the use of corrosive and 


Higgins’ 


ill-smelling inks and adhesives and adopt the 


Higgins Inks and Adhesives. 


They will be a 


REMINGTON FIRST— 
NOW AND ALWAYS 


Today, as always, the typewriter user 
who wishes to reach the lowest cost 
level of typing must go to the Rem- 
ington. 


The Self-Starting Remington for cor- 
respondence, the Key-Set Remington 
for form work, and the Remington 
Accounting Machine (Wahl Mechan- 
ism) are the latest achievements in 
clerical labor saving. 


revelation to you, they are so sweet, clean, wei! 
put up, and withal so efficient. 


At Dealers Generally 


Remington Typewriter Company 
(Incorporated) 


374 Broadway 


CHAS. M. HIGGINS & CO., Mfrs. 
Branches: Chicago, London 
271 Ninth Street Brooklyn, N.Y. 


New York 


AGRICULTURAL ECONOMICS 


By EDWIN G. NOURSE 


Professor of Economics in lowa State College 
xxvit+896 pages, Sve, cloth; $4.00, postpaid $4.25 


“Tt is an easy and pleasant task to praise such a volume as that of Professor Nourse. The author 
is right in calling it a sort of ‘composite textbook.’ The authorities selected speak for the trust- 
worthiness of the material, and the astonishing variety of data presented guarantee balance and 
completeness. What, however, impresses me most is, first, the perspective given the student in the 
crisp introductory lines to each group of topics, and secondly, the admirable way in which theory 
and rural aspects in particular have ‘been bound into one unified whole. The interrelation of all 
social activities is too often forgotten in slicing off rural economics from the economic system as a 
whole.”’—0O. Fred Boucke, Pennsylvania State College. 


Companion Volume 


100 pages, paper; 75 cents, postpaid 79 cents 
The author’s experience both in teaching agricultural economics and in using the particular material contained in the 
volume of Readings described above is embodied in these Outlines. Besides questions and exercises it embraces addi- 


tional syllabus and bibliographical material, suggestions for term reports, and other arrangements of the material for 
courses in particular subjects or fora different method of presentation. A manual for the teacher as well as for the student. 
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